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BERNSTEIN  RESEARCH 
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Current  Industry  Earnings  Estimates 
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THE  VIDEO  GAME  INDUSTRY 


Significant  Research  Conclusions 

1)  We  expect  1983  to  be  the  last  year  of  growth  in  the  domestic  video  game  market. 
Although  household  penetration  will  continue  through  1986,  reaching  30%  or 
higher  in  that  year,  industry  earnings  are  expected  to  slide  sharply  after  next 
year  as  revenue  growth  6lows  to  a  2%  average  annual  pace  and  margin  pressure 
intensifies  in  both  hardware  and  software  categories,  as  the  following  table 
indicates: 


Mfr.  Domestic  Consumer  Video  Game  Sales 
($  mil.) 


Cartridges 

Consoles 

Computer  Game  Software 
Total 


1982 

$1,175.0 

977.0 

115.0 

$2,267.0 


1983E  1986E 

$1,425.0  $1,440.0 

965.0  575.0 

262.5  810.0 

$2,652.5  $2,825.0 


Ann.  Comp. 
Growth  Rate 
1983E-86E 
0% 

(16) 


if. 

2% 


Source:  Bernstein  estimates. 

»  The  erosion  .  Mico*.”  £2,1  ‘ThicTI'm 

maturation  of  the  pnma  \  ,  t  penetrate  other  market  segments, 

manufacturers  to  downgrade  pnce  in  fn  hegvier  marketing  and  promo- 

(b)  intensified  con,P*t>tl°" \  lining  consumption  of  higher  margin  cartridges, 
tional  expenditures,  and 1  (c)  pfridgeg  ,t  higher  rates)  decline  in  propor- 

as  new  console  owners  (  Average* price  and  margin  trends  are  shown  in 

tion  to  the  total  installed  base.  Average  pn<- 

the  following  table:. 


Average  Mfr.  Price  and  Gross  Margins,  bv  Product  Catego^ 

Ann.  Comp. 


Avers 

1982 

ere  MBTiUIBC lurti 
1983E 

1986E 

$12.00 

$81.00 

1983-86E 

(6) 

Cartridges/Software 

Consoles 

$16.00 

$123.00 

$14.40" 

$110.00 

(10) 

Gross  margins 

Ann.  Comp 
%  Change 
1Q83-86E 

Cartridges /Software 

1982 

50% 

35% 

"  1983E 

45% 

32% 

1P86E 
^  35% 

20% 

(10)% 

(12)% 

Source: 


Bernstein  estimates. 
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Consoles,  which  have  heretofore  generated  nearly  half  of  the  total  game  profits 
of  the  major  industry  participants,  are  expected  to  show  a  precipitous  drop  in 
their  earnings  contribution  by  1986,  to  20%  or  less  of  total  game  product 
earnings. 


5)  Strong  growth  overseas  should  provide  a  substantial  offset  to  the  slowing 
domestic  market.  International  game  revenues  are  expected  to  grow  at  a  36% 
annual  rate  between  1982  and  1986,  from  $400  million  to  $1.4  billion,  for  40% 
of  total  game-dedicated  sales  in  1986.  Although  competition  is  unlikely  to 
reach  the  domestic  pitch,  difficulties  in  penetrating  many  disaggregated 
markets  could  hold  profit  margins  to  the  U.S.  level  in  the  1984-86  time  frame. 
Market  shares  will  be  somewhat  less  concentrated  than  in  the  U.S.;  Atari  is 
expected  to  prevail,  but  by  a  lesser  margin,  since  its  lead  time  advantage  over 
competitors  is  insignificant  overseas.  Promising  showings  are  likely  from  the 
Vectrex  game  system  of  General  Consumer  Electronics,  a  Milton  Bradley  sub 
sidiary,  and  the  ColecoVision  joint  venture  with  CBS. 


4)  The  coin-operated  game  market  has  encountered  a  flat  growth  stage  and  will 
probably  show  a  unit  decline  in  1983  before  resuming  moderate  growth.  The 
saturation  of  current  game  locations,  which  has  severely  reduced  return  on 
operators’  investment,  will  continue  to  slow  new  game  ’JJJS 

manufacturing  pricing  flexibility  and  pressunng  margins. 

Dhase  modest  unit  growth  should  accompany  increased  penetration  of  street 
Enns  but  it  will  not  fully  offset  the  decline  of  the  arcades  that  will 
probably’  1-esult  from  the  heightened  competition,  and  from  wh*<  expect  to  e 
a  progressively  less  favorable  economic  and  legislative  environment. 

_  •  Atari  division  will  incur  considerable  earnings  damage 

5)  Warner  Communications  Atan  vtlRiness  (89%  of  1982' s  divisional 

in  its  core  domestic  cons“"^r ®ket  Share  pressure  compound  the  effects  of 
earnings),  as  margin  erosion  appears  capable  of  containing  the  market 

a  flattening  market.  ^Jough  AU  a|£  cartridges.  and  holding  its 

share  erosion  in  installed  h  g  prel&x  income  for  this  segment  is 

share  at  no  /ha%^5.st3h8r0O  ^lion  i^  1983  to  about  $175-$200  million  in 

expected  to  fall  from  still  be  made  for  Atan  earnings  growth  from 

1986.  Nevertheless  a  case  ^““^nal  video  game  markets,  whose  rapid  reve- 
three  emerging  sources-  (  f  domestic  profit  declines,  resulting  m  a  fla 
nue  growth  could  entirely  of  through  1986;  (b)  personal  computers, 

Uv.l  o7  total  consumer  m2  could  be  ,in.r...d  .speciel* 

where  incremental  profits  of  up  to  *1^  significant  new  product  flow. 

Tn  the  software  and^  P^P^^^J^ent.  While  still  untested,  the 
fueled  by  Atari's  hug  achievable.  Taken  in  combination.  Atan  s 

prospects^ for  each  prog™m  Tmion  for  .16%  annual  rate  of  increase  contn- 

e.rningBOouldcxceed^ 

r"e6  5WC?'.P  '‘ZTutX  ?.* iu^'InU.;.  «..»•  Tbe  fdlo-mg 
ri,eTnd!c.r,nee"eUnpdroi.c.ed  e.rnlng.  per  eb.re  trend 
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ttCl  Per  Share  Earnings  Forecast 


1982E' 

Atari  i  2.95 

Other  Business  1.50 

Warner  Amex  (0.45) 

Total  $  4.00 


Ann.  Comp. 
Growth  Rate 
19R8E  198ft- IMT 


*  3.50 

T 

5.50 

— m 

1.40 

2.15 

15 

(0.40) 

0.15 

- 

$  4.50 

$“ 

TTM 

T7»% 

Source:  Bernstein  estimates. 


6)  Coleco's  surprising  strength  in  1982  positions  the  company  for  share  gain* 
throughout  the  forecast  period,  including  the  capture  of  second  place  in  new 
console  shipments  in  1983.  As  with  Warner,  however,  earnings  contributions 
from  current  products  will  decline  after  1983,  and  growth  must  come  from  new 
product  areas.  The  case  i6  less  clear  for  Cdeco  than  for  Atari;  even  assuming 
that  its  cartridge  share  remains  at  near-current  levels  and  that  new  game- 
related  products  are  launched  successfully  in  1983,  Coleco's  earnings  growth 
after  1983  seems  stalled,  as  the  following  table  indicates. 


CLP  Per  Share  Earnings  Forecast 


Electronics 
Other  Business 
Total 


1982E 

$2.25* 

0.45 

$TTFcTi 


1983E 

$3.05 

0.55 

$3.60 


1986E 


Ann.  Comp. 
Growth  Rate 
1 983-86F 

- 2i - 

11 

41 


1  -  Restated  after  2-for-l  split  in  1983. 

Source:  Bernstein  estimates. 

7)  Mattel  appears  the  most  vJ,ln"*J‘e  C|J‘e!*  consdeP*onipemior  from  both  Coleco 
antT^tt'et^has^  seriously  'jeopardized  JET 

MSS  £ 

tonal  computers  y* 

vision’s  decline.  ahead  The 

8)  Software-only  perron^ctmp^Ter^  game  “’JS 

-  — ,h>' 


I 


market's  attractiveness.  Activision  and  Imagic  have  demonstrated  product 
originality  and  skillful  marketing,  and  they  seem  well  positioned  to  hold 
and/or  expand  their  shares  of  this  market.  Imagic,  in  particular,  appears  to 
be  aggressively  pursuing  new  ^licensing  opportunities  as  well  as  a  broad 
installed  base  strategy;  it  could  achieve  $200  million  in  revenues  in  19R6, 
with  earnings  growth  of  25%  per  year. 


8)  Among  other  consumer  game  participants.  Milton  Bradley's  GCE  subsidiary  appears 
particularly  well  situated  with  its  unique  Vectrex  game  system,  in  both 
domestic  and  international  markets.  Even  with  production  limitations  expected 
to  curb  console  volume  to  less  than  1.0  million  units  in  1983,  GCE  could  add 
$160  million  to  Milton  Bradley's  revenue  base  and  up  to  15%  of  earnings,  with 
future  market  6hare  expansion  prospects  favorable. 


10)  Bally  is  expected  to  share  with  Atari  the  leadership  in  the  coin-operated  game 
market  over  the  long  term.  However,  earnings  from  this  segment,  which  novs 
account  for  about  85%  of  total  profits,  will  slow  their  growth  considerably 
with  the  maturation  of  the  arcade  game  market.  Rather,  the  case  for  solid 
earnings  growth  for  Bally  derives  from  (a)  increasing  royalty  fees  on  the 
licensing  of  successful  coin-operated  games  to  the  home  cartridge  market;  (b) 
expected  higher  profitability  from  its  amusement  services  division,  especially 

casino  operations;  (c)  strong  participation  in  the  public  lottery u“fs  *  e ctTonic 
could  receive  a  considerable  boost  through  acceptance  of  Bally  s  electronic 
lottery1^ technology00  Prospects  for  success  in  these  .re.s  look  f.vor.ble  for 
pacing  lH-m  earnings  growth  for  BaUy.  .s  the  following  table  tnd.c.tes: 


Roilv  Per  Share  Earnings 

Forecasts 

Ann.  Comp. 
Growth  Rate 

1982E 
$  2.90 
0.50 
$  3.40 

1983E 
$  3.05 
0.70 
$  3.75 

1986E 

1983E-86E 

Coin-operated  Related 
Other  Business 

Total 

$  4.10 
2.40 
$  6.50 

10% 

51 

20% 

Source:  Bernstein  estimates. 


.  w-ear.  rfpjvpn  down  by  doubts  over  near- 

credible  case  can  be  their  promising  pout  °"B  diversified 

growth  though  I*'  wbcr.e,n,sP.  clearer  «...  ^  “  ^ing.bove- 

"'.M.ndH:r^.irh«.c*hre..rrL.iv.  m  the  current  out- 

•  verage  investment  returns, 
of-favor  environment. 
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Consumer  Video  Game  Market 
Forecast  of  Market  Growth 


f  ey  phenomenal  growth  of  home  video  games  has  been  product  innova- 

lOT*’  ln  *orm  °f  programmable  game  consoles  and  challenging,  imaginative  game 
?qqo  w  CS*  governing  that  growth  has  been  price,  which,  until  late 

1982,  has  concentrated  game  purchases  among  middle-  and  upper  middle  income  fami¬ 
lies.  Only  recently  have  aggressive  price  discounts  begun  to  make  inroads  into 
broader  market  segments. 


We  believe  these  two  critical  factors  will  serve  to  enlarge  significantly  the 
base  penetration  of  video  games,  and  our  forecast  of  market  growth  --cautious  and 
conjectural  as  it  must  be  —  is  built  upon  the  following  principal  assumptions: 

1)  Game  console  and  cartridge  development  will  witness  continuous  product  quality 
enhancement  that  will  stimulate  new  acceptance  among  upper  end  consumers  as 
well  as  upgrading  by  a  sizable  portion  of  the  current  large  installed  base; 


2)  Steeply  declining  price  points  on  entrv  level  products  will  serve  to  expand  the 
market  into  lower  income  and  other  secondary  segments,  as  well  as  international 
markets  (although  perhaps  somewhat  below  consensus  expectations): 


3)  Video  game  development,  in  general,  will  follow  an  increasingly  distinct  direc¬ 
tion  from  personal  computers  --  not  so  much  in  terms  of  capability,  as  in  task 
specialization,  packaging  and  marketing. 

Within  this  overall  framework,  our  analysis  forecasts  aggregate  shipment  levels 
of  video  game  systems  and  cartridges  based  upon: 


1)  Rate  of  household  penetration  of  game  consoles, 

2)  Cartridge  purchase  rates  per  console. 

3)  Average  price  levels  of  both  consoles  and  cartridges,  based  upon  evolving 
price/mix  trends. 

4)  Potential  8.™  cartridge  .alee  to  personal  computers.  which  ahould  be  viewed  as 
i  source  of  incremental  software  revenue. 


irenaB  in  - - 

.  -piraT,  of  ffgmc  consoles  to  easilv  reach  the  16%- 37% 
We  expect  household  pern* 9%  mark  cf  1981.  Abundant  new  product 
level  by  year-end  1982,  price  c„l6  of  is%-25%  on  established  products,  should 

introductions,  accompanied  YP  range  in  1983.  although  growth  in  domestic  urn 
boost  penetration  to  the  modest  (104)  compared  to  prior  years.  A  fl 

shipments  is  expected  o  shipments  is  anticipated  from  1984  through  1-  . 

declining  level  of  domestic  inrreased  attention  to  higher  growth  non  • 

reflecting  market  maturity  ®nd  Denetration  ahould  reach  the  30%  level  during 
markets  8  Never, h.less  househc  d  broid,r  price  Kern., ives  .pur 

this  period  (as  reflected  in 
sales. 


•  •  \.0' . 
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These  projection*  reflect  our  fundamentally  positive  industry  outlook  couched 
within  conservative  assumptions* 

•% 

1)  There  is  clear  evidence  that  a  strong  underlying  consumer  appetite  for  games 
exists.  The  home  video  game  business  has  demonstrated  such  dynamic  momen¬ 
tum  over  a  sustained  period  of  time  (dollar  growth  averaged  90%  annually  over 
the  past  five  years,  to  $2.6  billion  in  factory  sales  in  1982)  that  it  has  ele¬ 
vated  the  industry  above  the  fad  level.  The  sheer  magnitude  of  the  game- 
p laying  population  (14  million  U.S.  households,  perhaps  25  to  30  million 
individuals)  presents  a  strong  case  against  the  conventional  notion  that  the 
game  busine&s  will  sputter  and  fall  as  a  casualty  of  changing  consumer  tastes. 
People,  quite  simply,  enjoy  the  challenge  of  such  games  and  the  oppor  um  v 
expand  their  love  affair  with  the  television  set. 

J)  Aggressive  effort,  to  open  new  demographic  markets  will 

competitive  .price-cutting  begun  in  1982.  Our  foracot.  In  Table  10. 
average  game  console  factory  prices  to  decline  10%  1  %  •  S75-$85 

rzi 

2ss.  w  ersr  eff«t*.  *r* expec,ed  t0 

be  relatively  minor  in  1983.  and  almost  non-exxstent  by  1986. 

3)  be  do  subscribe  to 

segment  can  be  distilled  even  ur  which  numbered  approximately  23.5 

iot  iynOUm2b*.'b“ou.n  the  2S  »'  «P-ted  in  1986.,  be  b.se  this  vtew  on 

these  major  fac  believe  that  more  than  908  is  found 

wiu-  rount  for  le8S  n 

‘pVn'etrlr  durtng  our  forec.s,  pane.  ^  p_pt 

b)  The  V'rg‘imeyey°steme.r^«s  to  non-child  houaeholds. 

the  vast  msjon  >  be  expected,  as  lower 

c)  A  considerable  degree  of  ^^Pgp^Lation  how  eve?,  to^xp^t  This 

puter  P^^^^e^enV  in’houTehold^  iith^hUdren.  where  such  muluph 

“.“iuid  he  most  evident. 

«>  "by  demogr*Phic  ”‘rke,s  “  ,h0W" 
Table  6. 
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U.S.  Fnmilv  HouscEoirts  by  Numhrr  of  Cnimron 
( millions) 
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TABLE  6 

Domestic  Household  Penetration 
and  Installed  Base - 


Primary  Domestic  Market 

1982  1P86E 

<tin  millions) 

Housenoids  with  children 
Households  with  one  or  more 

31.0 

33.0 

consoles 

12.5 

21.8 

%  Penetration 

40.7% 

66.7% 

Other  Domestic  Markets 

Other  households 

Other  households  with  one 

52.0 

55.2 

or  more  consoles 

1.0 

5.0 

%  Penetration 

2.0% 

9.1% 

Total  Domestic  Market 

Total  TV  Households 

8.1.0 

88.2 

Households  with  consoles 

13.5 

26.8 

%  Penetration 

16.3% 

30.4% 

Market  Mix 
Primary 
Other 


Source:  Bernstein  estimates.. 


92.5% 

7.5 


81.5% 

_  18.5 

100.0%  100.0% 


These  numbers  suggest,  perhaps,  too  precise  a  view  of  this  still-evolving 
market.  In  point  of  fact,  we  are  less  committed  to  a  forecast  for  dedicated  hard¬ 
ware  units  because  we  believe  it  highly  probable  that  game  systems  may  take  new 
forms,  the  most  likely  being  accessory  modules  to  personal  computer  svstems.  (A 
recent  example  is  Milton  Bradley's  announced  plans  to  market  a  game-playing 
peripheral  module  to  attach  to  the  Texas  Instruments’  99/4A  personal  computer.) 


As  the  balance  of  this  analysis  will  stress,  the  specific  hardware  con¬ 
figuration  of  the  future  game  marketplace  is  le6s  important  than  the  size  and  6cope 
of  the  game  software  market.  The  preceding  analysis  is  i 

defining  the  parameters  of  a  Urge,  more  amorphous  market  -  whether  the  Mtud 
o layer /vehicle  is  game-dedicated,  a  personal  computer  or  a  hybrid  of  the  two  will 
make  little  difference  in  the  long  run  (1985  and  beyond).  Should  computer  penetra- 
Son  %vo“ve  mo”  r.p!Sjy  than ‘provided  for  in  our  estimates,  then  our  software 
market  forecast  will  prove  to  be  conservative. 

The  Encroaching  Personal  Computer 

The  kev  variable  in  the  continued  growth  of  game  console  household  penetration 
is  the  degree  to  which,  and  the  rate  at  which,  personal  computers  grow  and  presu- 
mablv  usurp  the  game  market. 
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By  our  estimates,  at  year-end  1982  there  were  1.0-1. 5  million  households 
possessing  personal  computers,  and  this  number  is  expected  to  grow  dramatically,  to 
more  than  10  million,  by  1986,  for  a  penetration  rate  of  about  111-121  (aa  indi¬ 
cated  in  Table  3).  This  level  assumes  a  growth  rate  of  new  unit  shipments 
averaging  40%  annually  between  1982  and  1986,  fueled  by  a  number  of  factors: 

1)  Persi8tently  heavy  price-cutting; 

2)  A  rapid  rate  of  new  product  introductions  (both  line  extensions  from  present 
manufacturers  and  a  host  of  new  entrants,  notably  the  Japanese  companies); 

3)  An  unprecedented  emphasis  on  consumer  marketing  that  will  greatly  expand  the 
number  of 'distribution  outlets  and  will  generate  practical,  easier-to-use  soft¬ 
ware  applications  and  data  bases. 

Given  this  reasonably  bullish  outlook  on  personal  oomputers .  there  »re«°™e 
conventional  issues  in  the  computer-video  game  controversy  that  need  close  exarmna 
tion,  as  discussed  below: 

Entertainment  and  Utility 

The  firs,  notion  *  ‘  .T.  .toy?”™.' 

"business  machine,  and  the  video  g  .  interest  in  playing  games.  Such 

b,zz:  :sr£8r:  ix  -wsi? 

.)  Of  the  present  installed  b.se  otto^ctonpu,'* 

'V.U?rEn?n^;7h.,Ct^r.y.”n:*nr:»  are  us'eS 
Prominently  \h0 ‘pty^de"  games.  While  providing  litersey.  or  f.mihemy. 

with  computers  in  general. 

.  a  Hioh  nenetration  growth  of  such  computers  is 
b)  "pecwd  ,0  con0nuf 

being  developed  as  wen 
machines. 


,  this  fixstion  With  gse.es  ,n  .  few  ™ 

We  °  applications  (home  fin*"c'^  ”.reby  United  the  potential  ver- 

non-game  software  ^mission.  and  has  mere  y  ter  owners  pre¬ 
dismal  even  by  computers.  Since  many  P*™°^uinedP  their  old  habits, 

aatility  of  the  low  own)  game  consoles,  th  y  h  intent  that  their  children 

Ifousehc^tr^o^Bri^^^gn^’however^'is*1*^®^®^^*  ""  ^  ^  ^ 

r.5.“onf"u.r  ."hug'e  potential  aignificance. 


».r»  Yoft  Suck  Ettlunr 
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Mcxiest  Rate  of  Console  Displacement 

p  ute^rs  'not ' be  that,  the  10%  hou#ehoid  penetration  mark  for  home  com¬ 
as  an  immediate  thre;^  1985  °,r  tater*  We  therefore  do  not  view  computers 

and  batter  ur^fn  i  v  ^  UTr  low_end  market  for  'Price  disparities 

market  at  marlteting  efforts  will  likely  sustain  the  domestic  game-onlv 

market  at  roughly  comparable  console  unit  levels  for  two  years  at  least. 

It  is  in  the  high-end  and  trade-up  segment  of  the  market  where  new  game  con- 
J,*8  d«Pend  upon  existing  technology  stand  to  be  hurt.  In  this  regard,  the 
Ueluxe  Atari  and,  to  a  lesser  extent,  the  Intellivision  are  vulnerable  since 
they  are  targeted  to  the  same  upper  income  and  educated  family  market  as  home  com¬ 
puters.  The  window  of  opportunity  for  these  models  may  be  open  only  12-18  months, 
depending  upon  pricing  developments. 

The  key  to  penetrating  the  trade-up  segment  will  be  technology  improvements 
unduplicated  by  computers.  Such  advances  —  including  better  graphics  and  sound 
replication,  or  enhanced  "interactivity”  —  should  continue  to  drive  the  game 
consoles  market.  Furthermore,  as  people  become  more  comfortable  with  the  concept 
(and  the  low  price  points)  of  personal  computers,  they  will  accept  the  existence  of 
multiple  units  in  the  home,  just  as  they  now  own  multiple  TV  sets  (1.7  per  house¬ 
hold  on  average).  Thus,  with  increased  product  specialization,  both  a  state-of- 
the-art  personal  computer  and  a  similarly  advanced  game  system  will  likely  find  a 
place  in  the  family  home  of  tomorrow. 

A  more  pressing  concern  is  which,  if  any,  of  the  current  game  manufacturers 
will  successfully  bridge  the.  home  computer  market.  We  believe  that  Atari's 
established  product  strength,  software  support  and  distribution  will  prove  a  for¬ 
midable  advantage  as  competition  intensifies.  Other  companies,  particularly  toy 
manufacturers  such  as  Mattel  and  Coleco,  are  likely  to  have  a  more  difficult  time 
gaining  a  foothold  among  the  growing  crowd  of  competitors. 

The  Software  Market  --  Resilient  Growth 

On  the  software  side  of  the  market,  we  foresee  only  a  negligible  threat  from 
oersonal  computers.  Our  projections  indicate  a  unit  growth  rate  for  e«roesoft*are 
(including  personal  computer  software)  of  251-30%  annually  through  1986.  This 
unclud  g  p  .  increasingly  additive  nature  of  the  installed  bases  of 

rapid  growth  ref\ec  Significant,  too,  is  that  among  personal  computer 

game  consoles  «"d  computers.  ^^ant.^too.  ^  con6*le,  but  will  become 

'ZTJVo  /."ware  as  ~  "~r £?Z£S 

^projections  for  game  con.oie  owners  by  .  wide  margin. 

- -  -  Products.  Broader  Price  R.nge 

The  near-term  outlook  presents  several  developments  which  should  conttnue  to 
stimulate  "healthy  growth  in  new  game  consumptton: 

.  Atom’*;  new  deluxe  game  unit,  the  5200,  and 

1)  The  second-half  1982 '  ^ cJcrfecoVision).  both  priced  initially  at  under  *200 
the  Coleco  console  entry  ff  t 

retail,  have  had  two  important  effects. 
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As  the  first  major  new  hardware  systems  in  two  years,  they  are  testing 
waters  for  the  trade-up/replacement  market  among  curre  g 
owners. 

b)  They  put  pressure  on  lower  end  game  pnces.  fue**ng  *  penetration  and 

for  entry  level  products  which  should  spur  further  game 

cartridge  demand. 

.  «  imorVptinc  will,  in  turn,  help 

)  More  intense  emphasis  on  software  development  when  it6  fir6t-quarter  1982 

support  hardware  sales  growth  (Just  aa  trend  .ales  of  VCS  consoles). 

release  of  "Pac-Man"  8Parked.  '^^netv  of  games  as  market  segmentation 
and  will  likely  lead  to  a  larger  vanety  o.  k- 

3)  Technology  enhancement,  from  both  •  wil1  m8ke 

the  machines  are  marketed.  e  engineers  are 

U  is  noteworthy 

-n SSWT-J  ireTcVX'^ef  wtth  on,y  «  or  «  - 

“  *•  .oftw.re  ....  hot  t,  ,«» 

v>ith  a  module  Pe.r7r;n cement  grounds.  (A*an.q(n  >  if  Coleco  succeeds,  it  i 
action  on  patent  infring  ™  its  5200  system  in  ljow  as  $50.  will  appear 

c<h.c"e  .= . 

wiU  "p,nd' b 

puter  hardware  business.  increasing  emphasis  on 

r .  1. ..  «• 

Srs  ^rSA-ssa*^ » -  »  - . 

64K  RAM  and  12K  market, 

the  heavy  arcade 

_ period •  AS 


5) 
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'  TABLI  11 

Major  International  TV  Markets*  1982 
(in  millions)  " 


Approx.  No.  of 
Population  TV  Households, 


Europe 

West  Germany 
United  Kingdom 
France 


Italy 

Rest  of  Europe 
Subtotal 


61.0 

57.0 

55.5 

57.5 
110.0 
34 1.0 


20.0 

18.0 

18.0 

13.0 

32.0 

101.0 


Asia 

Japan 

Korea 

Rest  of  Asia 
Subtotal 


120.0 

40.0 

2.200.0 

2,360.0 


15.0 

3.0 


Central.  South  America 
Brazil 
Mexico 
Argentina 

Rest  of  Central  and 
South  America 
Subtotal 


Canada 


K 


125.0 

75.0 

30.0 

120.0 

345.1) 

24.0 

18.0 

3,088.0 


6.0 

5.0 

3.0 


3.0 

TTTo 

7.0 

6.0 

150.0 


Total 

1  -  Excludes  Africa 
Source:  Television 


igia,  and  Middle  Eastern  nations. 

„  Age  Internationa  .»«  B.rn...in 
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grow  40%  annually,  to  $1.4  billion  by  1986.  As  these  markets  flourish  in  the 
1983*1985  period,  a  significant  revenue  mix  shift  is  anticipated,  with  foreign 
markets  accounting  for  more  than  50%  of  unit  sales  by  1986  and  351*404  of  the  total 
Installed  console  base  (see  Table  8).  However,  estimates  of  long-term  penetration 
rates  at  or  near  U.S.  levels  seem  fan  too  optimistic,  at  least  for  the  course  o 
our  forecast  period. 

Surprises  in  market  share  mix  may  well  emerge,  since  no  'Ttre^cths 

entrenched  in  these  nascent  markets.  In  our  view,  the  vital  ^natJe  their 

of  Milton  Bradley  (for  its  GCE  Vectrex)  and  CBS  (for  foIecoVtaion)  may  enable  their 

systems  to  gain  significantly  stronger  relative  market ^“ndTcatel  Atari  leadership 
possess  in  the  domestic  arena,  though  our  forecast  still  indica 

in  overseas  markets. 

Favorable  prospects  overseas  stem  from  the  following  factors. 

1)  Larger  total  market  potential  .  with  150 IwT^.ifproximately  100  million  European 

million  U.S.  (see  Table  11). .  Of  th ese  the  growth. 

TV  homes  are  generally  considered  the  best  prospect  xor  k 

.•  n  s-2  0%)  situating  the  non-U. S.  video  games 

2)  Currently  low  penetration  rate  •  •  »  •  penetration  trends, 

segment  about  two  years  behind  the  U.&.  in  mi  y 

3)  The  widespread  perception  that .^'u.S?"  thus^preaenting  opportunities  for 

sistent  or  appealing  than  in  ’  ‘  (This  position  obtains  some  sup* 

£-s  srs?  — -  *  *  ~ 

systems  .re  in  non-U .S.  markets. 

4,  The  scarcity  of  competition  from  indigenous  or  Japanese  manufacturer.  ^  ^ 
Despite  these  opportunUies^^U.s^ygam«^  — ^^“^j^^.eweak^foreign  ^Vdles^ 
exchange^'rates^and^recess^onarv  economies^have^pr^.^^^  problems  in  foreign 

-re  conservative  ^  ^  e.cb 

step,  or  multi  it  P*  distribution  channels. 

found  easy  acces  hieher  retail  price  levels. 

b)  sssr^srss:  b.r 

«>  s 

br°dhere«rc4ssn  cJtur^  barriers.  „.rk„«  tn.n  in 

d,  Per,on.  b„ner  end  game  — • 

the  U.S..  dampening 
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Most  non-U^s  e8hftl'aVK  ^I°Ve  tnore  Mgnifiosnt  than  is  genenlJy  recognized 

»r;  ^^Bo;^Xum<itohc,^hy  °ne  Tv,r <"“•  u-s->- — sss 

•veraee  TV  viowirs  nt  l°  cede  the  U8e  il  t0  •  8*®e  •y»tem.  In  Japan 
day  versus  6  1//  ®0nsun;Pt,on  even  hetvier  then  in  the  V.S.  (8  hours  a 

that  may  slow  game  inrods.*  S#)’  lndic8tinK  *  level  of  entrenchment 


f) 


Marketing  channels 
countries  (such  as 
before  access  to  TV 


can  be  more  difficult  to  penetrate,  with  certain 
France)  requiring  some  amount  of  local  manufacturing 
advertising  is  permitted. 


g)  From  the  U.S.  manufacturers'  standpoint,  there  is  a  persistent  fear  of  ille¬ 
gitimate  knock-offs.  Evidence  of  this  abounds  in  the  coin-operated  game 
area  in  Europe,  and  in  personal  computers  in  the  Far  East.  While  game 
cartridges  are  more  difficult  to  copy  illegally  than  records  or  tapes,  espe¬ 
cially  in  quantity  volume,  it  is  a  factor  that  has  probably  slowed  6ome 
development  efforts. 


h)  Finally,  all  other  things  being  equal,  we  are  concerned  that  few  European 
manufacturers  have  pursued  the  game  market.  Of  the  major  companies,  only 
Philips  has  jumped  into  the  market,  with  Magnavox's  Odyssey2,  under  the 
trade  name  "Videopak."  (Magnovox  is  a  Philips  subsidiary.) 


Weighing  the  pluses  and  minuses,  we  emerge  with  a  still  positive  view  of  over¬ 
seas  game  potential,  but  with  a  conservative  forecast  for  10-15%  long-term  penetra¬ 
tion. 


Substantial  Growth  Foreseen 

Even  on  this  cautious  basis,  growth  should  be  verv  strong  in  the  near  term.  In 
1983,  combined  hardware  and  software  sales  overseas  should  be  nearly  double  this 
year’s  estimated  $400  million,  and  are  expected  to  represent  over  35%  of  total  con¬ 
sumer  video  game  industry  revenues  of  $3.9  billion  in  1986.  Further,  we  belies  f 
that  if  either  streamlined  distribution  or  local  sourcing  brings  down  price  levels 
at  a  faster  rate,  these  projected  revenues  could  prove  to  be  conservative. 


Individual  countries  possessing  greatest  potential,  and  currently  fastest 
growth,  are  the  United  Kingdom,  Germany,  France,  Canada.  Australia,  and  certain 

Scandinavian  countries. 


Maior  domestic  manufacturers  are  quickly  setting  up  either  distribution  chan- 
^  *  j •  fnonocp  these  growinsr  markets •  and  we  expect  to  see  market 

nels  or  submdianes  to  manage^th^  .8^  over  ^  forec.st  period.  Atari  has 

shares  roughly ^comp*  ™hlfshing  kev  relationships,  but  appears  now  to  be  con- 
had  early  problems  estaonsn  g  .  markets.  Mattel,  with  its  long-standing 

r„C^Uoni'‘«oyrbuf‘n.,s.  c.n  lever.*,  oversea,  .ob.id.n.s  (end  ^.oul.etunng 

sites)  already  in  place. 


..  n.rfnriMnces  from  the  two  most  recent  U.S.  entries. 
We  expect  to  see  6trong  P  coleco  itself  holds  the  number  two  slot  in 

CdecoVision  and  GCE’s  Vectre:  .  C  venture  with  CBS  will  give  it  added 

Canadian  toy  sales,  and  a  joini 
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The  GCE  aystem,  which  •hwl^app^d'lt01*1?61  *nd  International  Records  Divisions, 
holds  in  Europe,  is  now  ownedd  bySon  t0  ***  predominant  «ngl*-TV  house- 

marketers  of  toy6.  Milton  Bradley,  one  of  the  most  powerful  overseas 


Price  and  Margin  Trend*;  t,.  nf.,rr 


Markets 


«Pn"^%x™T.*d”.*n),5n,of,w*,-5  <"  1982  P<*»“  *>  — 

n  be  expected  to  influence  future  industry  development: 

ware  ^market!  wilf  fnVing  force  ^ehind  installed  base  growth,  the  low-end  hard- 
Dremiuir  norm  •>  c°me  increasingly  a  low-cost  manufacturing  play,  placing  a 
labor  ConverteK6^8  4to m?terials  (primarily  semiconductor  chips)  and  cheap 
imnr.rt.nt  ly’  8t  the  hlgher  trade-up  end,  product  innovation  will  be  more 

computers  ^  **  manufacturers  face  technological  competition  from  home 


-  Software,  on  the  other  hand,  will  continue  to  evolve  as  a  proprietary,  higher 
margin  product  category.  Licensing  strength,  marketing  prowess,  and  sheer 
creativity  will  govern  success  in  this  market,  with  component  and  manufacturing 
costs  a  secondary  concern.  The  risks  in  this  market  will  come  from  copyright 
breaches  and  the  pirating  of  products. 


Consoles 


Hardware  systems  will  face  continuous  price  competition  and  margin  pressure 
over  the  near  term.  The  high  margins  enjoyed  by  Atari  and  Mattel  during  the  past 
two  years  (40%  and  35%,  respectively)  are  being  significantly  eroded  now,  and 
further  declines  are  likely  in  1983  as  prices  on  established  VCS  and  Intellivision 
models  drop  by  15%-25%. 


1)  The  average  console  price  (Table  10)  is  expected  to  fall  about  11%  in  1983,  to 
just  over  $100  (at  wholesale).  New  console  models  from  all  major  manufacturers 
are  likely  by  1984,  addressing  both  higher  end  trade-up  and  low-end  markets, 
with  the  net  effect  being  a  gradual  5%-10%  annual  price  slide  throughout  our 
forecast  period. 

2)  Rapid  growth  and  even  more  steeply  declining  price  levels  on  personal  computers 
will  likely  impose  a  continuing  price  ceiling  on  games,  especially  at  the  high 
end  of  the  market. 


3)  Console  manufacturing  costs  should  also  decline  steadily,  as  memory  costs  fall, 
hut  not  at  the  same  rate  as  prices,  particularly  as  volume  shipments  drop  after 
?983  OvenS  margin  levels  are  expected  to  erode  from  the  present  30%.  area 
iovwn  to  the  20%  range.  Japanese  entries  and  other  low-cost  commodity  manufac- 

«y  “timely  challenge  th.  low-end  domestic  ,„d  foreign  consol, 
segments,  although  such  moves  are  not  evident  yet. 

w  „  .  ^  „  „  ___ -ole  unit6  alone  might  be  steeper  than  forecasted  but  for 

4)  prtee  d^nes  or  _con  turers  wUj  add  more  value  to  them  at  purchase  - 

beuer  Ty^ck  d»n"oUer,.  .rcde-like  flr.-but.ont,  tr.ck-bll  controllers. 


I 
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headphones,  free  starter  cartridges,  even  additional  memory  chips.  Although 
the  peripherals  configuration  of  a  video  game  is  far  les 
expensive)  than  that  of  a  personal  computer  game  console  P™ 

bably  soon  include  many  of  the  additional  devices  tha  g 
separately .  ' 

5)  Among  established  products,  the  Atan  VCS ‘  *pP®^eP^ftlCvcS -designed  game 
competitive  products  because  of  the  Jj}*  If  Atari  iS  unable  to  block  in 
cartridges,  as  well  as  its  ease  of  manufac  •  orotjUCts  which  accommodate 
court  Coleco’s  VCS -compatible  module.  ?oW  ag  $50  in  1983.  shaking 

VCS  cartridges  could  appear  on  the  market  10  ^  own  f8VOrable  cost 

that  Atari  product's  margin  structure.  However,  eroBion  than  Mattel’s 

structure  is  believed  to  be  better  able  to  confront  higher  end 

In  television,  which  has  had  to  cu  p 
competition  from  Cdeco. 

r.rsrfunle  Replacement  Market 

- - -  *  W5]i  place  serious 

Rapid  growth  in  the  low-end  pewonal  computer  current  game  consoles. 

s,r««  S’sS-.risssir? 

period. 

.  .  .  ...  three  newest  game  consoles  reach 

end  console  base  of  nearly 
following  product  array. 


. .  Tin--”r  ISISSiSl  -  l9^ 


System 


Units 

^millions] 


a  1982  Base 


%  1983  Base 


ColecoV  ision  1.0  l  5 

Atari  5200  Deluxe  1^2  -sf*  16% 

GCE  and  others  3 .5 

.  d  ($179-S199  at  retail)  "^and^ 

The  comparably  P^**agt  through  1983-  ^bleco  prevail  in  an  Atan^e 

r.  sss&r* pro‘ 

- M,n"  c*r,rtd6 

motional  maneuve 


■ _ *Co-l«c.M.mb...  Nr. 


^ort  S*ock  t»£h»n|t 
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TABLE  12 

Domestic  Video  Game  Console  Market 
Forecast  of  Up  grade/ Replacement  Potential 
(millions  of  units) 


ft 

1982 

1983 

1984 

1985 

1986 

New  Unit  Shipments 

7.9 

8.8 

8.6 

8.2 

7.1 

Year-End  Household  Base 

13.5 

18.5 

22.5 

25.2 

26.8 

Less:  Beginning  Year  Base 

7.4 

13.5 

18.5 

22.5 

25.2 

Net  New  Game  Homes 

6.1 

5.0 

4.0 

2.7 

1.6 

Replacements  or  Upgrades 

1.8 

3.5 

4.6 

5.5 

5.5 

%  of  Total  Installed  Base 
Replacing  or  Upgrading 

12% 

16% 

16% 

15% 

14% 

New  Unit  Shipments  Mix 

78% 

60% 

47% 

33% 

22% 

%  New  Game  Homes 

9  9 

40 

53 

67 

78 

%  Up  grade  /Re  placement 

L  L 

(3/11) 

Source:  Bernstein  estimates. 
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Moreover,  we  favor  Atari' 6  dependability  to  manufacture  its  system  on  a  high-volume 
basis.  Ultimately,  the  Atari  5200  may  take  the  edge  due  to  the  huge  backlog  of 
Atari  game  licenses  (many  of  its  original  VCS  games  will  be  reprogrammed  for  the 
higher  resolution  5200)  and  some  uncertainty  about  Cdeco’6  ability  to  obtain  new 
cartridge  titles  over  the  long  term* 

The  Vectrex  System,  discussed  more  fully  in  the  Competitive  Strategies  section 
of  this  report.  6eems  likely  to  perform  strongly  as  a  trade-up  or  second  home  unit, 
since  its  self-contained  monitor  provides  additional  flexibility,  and  it6  vectron 
screen  offers  a  clearly  differentiated  quality  of  game  play  and  displev. 
Production  constraints  are  expected  to  hold  unit  volume  down  to  the  0.7  to  1 .0 
million  level  through  1983,  even  as  Milton  Bradley  aggressively  moves  to  expand 
capacity  for  next  year. 

In  summary,  the  replacement/trade-up  market  will  account  for  moderate  product 
volume  in  1983,  but  significant  growth  must  await  the  introduction  of  more  advanced 
game  systems  in  late  1983  or  1984.  Such  consoles  —  featuring  greater  player 
involvement,  computer  animated  graphics,  and  enhanced  audio  and  display  7’ 

should  provide  the  necessary  differentiation  from  home  computers  that  will  clearl> 
distinguish  these  now  closely  related  markets. 

Software  Price  and  Unit  Trends 

Retail  cartridge  prices  will  be  buffeted  by  countervailing  f°™EOVer 

Average  factory  prices  are  '^‘gTimf  bu,’^".  «de" 

1983,  then  slide  gradually  to  the  J1  roduct  Manufacturing  and  marketing  costs . 
rnThL^wUl^co^fnu^^to^e.  cuSng .profit  margins  to  contract  from  the  50, 
level  in  1982  to  40%-45%  in  1983.  and  35%  by  1986. 

We  anticipate  near-tern,  price  erosion  resulting  fron,  two  -sin  factors: 

ioR9  should  have  the  most  immediate 
1)  The  flood  of  new  product  during  n  especiai]y  secondary  titles.  For  the 
depressing  effect  on  cartn  ge  p >  ’titles  fr0m  all  manufacturers  will  exceed 

Atari  VCS  alone,  the  number  of  game  nuei  iro  selling  game  titles  to 

200  (even  though  Atari  continue  p  Manufacturer  shipments  of 

vsjz  s.  ssts  was 

Zr JTCr.sbXbsTTnP.“nCving  .9*2  wbCcssier  c.nc.ll..ions  would  sea.  to 

2)  The  continuing  -“or  °doSn.”rTiX.U“^.C.hSr 

(2K ,  4K)  will  h«ve  further  them. 

those  game  manufacturers 
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Nevertheless,  we  do  not  expect  uniform  price-cutting  on  cartridges.  More 
likely,  the  multi-tiered  pricing  structure  already  in  evidence  will  become  more 
skewed,  with  "hit”  arcade  game  and  Hollywood-derived  games  (such  S6  "Ms.  Pac  Man," 
"Zaxxon"  and  "E.T.”)  commanding  $30-$40  at  retail,  while  less  compelling  .games  get 
heavily  discounted.  Overall,  the  increased  relative  weighting  of  premium-pnce 
games  will  support  a  favorable  price  structure  for  software  marketers.  «Jen  >s  /'ew 
market  segments  are  opened  through  aggressive  hardware  pricing  an  car  n  ge 
discounting. 


1) 


2) 


In  fact,  rising  manufacturing  and  marketing  costs  are  expected  to  maintain 
high  price  structure  for  game  cartridges: 

Several  manufacturers  are  employing  greater  amounts  of  A^^carT  triple 

cartridges  to  enhance  player  appeal.  These  more  aopMahcated  chip.  “P 

XST\JSS!^  -  of 

cartridges  from  50%  to  as  high  as  75%-80%  by  1986. 

Other  production  costs,  such  as  plastic,  packaging,  d eg  £ ^aTcomparhes .  such 
labor,  show  little  sign  f  ,slRg"f^  design  systems  which  can 

great^f^reduce* costly^evetopment 

ix rsss-as-. 

-«•  ■  marketing  and  licensing  cost 

3)  Game  manufacturers  are  also  **"n®  "  hedging  against  the  prospect  of  retail 
hurdles.  Most  arcade  game  bcensors,  he  g  g  *  demanding  higher  royalty 
prtce  erosion  (hence,  reduced  royl.'es’  •  *"  "°^so  0at  payments  up  front, 
percentages  ^'  ".me  time  have  risen  dramaficallv .  to  the  S2 

Marketing  costs,  at 

million  range  per  title.  nroduct  will  act  to 

•  ne  these  factors,  we  believe  that  the J^as'lM  through  1983  and  by 
Cep^ssTolesIle  and retail  .price  levels  by  «.«,  d.  wU1  reduce  m.nuf.c- 

5%-7%  annualiy  therea  e  •  in  1982  to  about  35%  by  1986. 

turer  margins  from  inevitable  two  points  are  key  to 

While 

understanding  the  •'  UKe  game  cartridges  is  s  there  iS  tremendous 

""  .  hieh-volume  p rod uct  use  »  million  game  consoles,  u  «pac-Man" 

vear-end  1982  installed  base  oi  l*  1  A  classic  example  *»  .qustton 

profit  leverage  from  •.“f^S^vAv.ly  6-7  h.I  V«U  MCI  M.W 

cartridge,  which  margin  on  its  92  ..  "Pac-Man"  alone  thus  earne 

is  quite  impressive.  ery  million  cartridges  •  __  more  than  the  entire 

.  share  earnings  for  every  $0.65  per  share  in  1»«  levels,  one  can  easilv 

Warner  somewhere  ^^  Even  et  somewhat  dimimshed  margin  p#c.Mann  release 

»ed  Music  d,",r”nCTtf,  contribution  po.enbal  of 

10  WC1  "rm"65' 
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TABLE  14 

Forecast  of  Cartridge  Shipment!  per  Avenge  Installed  Console 


1977 

1978 

1979 

Atari 

• 

V7TS 

3.3 

5.0 

3.0 

5200 

• 

New  Models.  Other 

Mattel 

Intelli  vision 

“ 

M-Network  (VCS) 

■ 

Activision  (VCS)1 

- 

- 

“ 

Coleco 

ColecoVision* 

** 

Atari  %  Mattel  Systems 

Odvssev/Mapnavox 

- 

2.0 

2.0 

ImaRic3 

CBS /Bally3 

' 

Parker  Bros.3 

- 

— 

r.rv  /  Milton  Bradley 

“ 

n/m 

n/m 

n/m 

All  Others 

2.0 

13 

13 

Total  Industry 

1980 

1981 

1982E 

1983E 

1984E 

1985E 

1986E 

3.5 

5.2 

4.0 

3.2 

2.5 

1.8 

1.5 

5.0 

4.5 

4.3 

4.2 

4  .0 

- 

- 

5.0 

3.5 

3.0 

2.5 

3.0 

6.5 

5.5 

3.5 

1.7 

1.2 

0.8 

0.3 

0.3 

0.3 

0.3 

0.3 

n/m 

1.2 

1.1 

1.0 

1.0 

1.0 

1.0 

4.0 

3.0 

2.0 

1.5 

1.5 

- 

- 

0.6 

0.7 

0.5 

0.4 

0.3 

2.2 

3.2 

3.0 

2.5 

2.5 

2.0 

1.5 

- 

0.3 

0.3 

0.3 

0.5 

0.5 

_ 

- 

- 

0.2 

0.2 

0.3 

0.4 

* 

-  . 

0.3 

0.2 

0.2 

0.3 

0.3 

. 

3.7 

6.0 

4.2 

3.3 

2.5 

n/m 

n/m 

0.3 

0.4 

0.5 

0.5 

0.5 

13 

TT 

17F 

TTo 

“57s 

172 

n/m  *  no1  meaningful.  400/t0o  baae  in  1984  end  after. 

1  I  ^-V^i^Sr&i.ion.  Odyssey. 

5  '  Kgs* <»»'>"»  "d  ann 


Source:  Bernatein  estimates. 
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TABLE  IE 


Share 


Atari 

— VCs 

5100 

Other 

Total 

Mattel 

In  television 
M-Network 

Total 

Activision 

Coleco 

— CoIecoVision 

Atari  a  Mattel  Systems 


1977 

99% 

"89% 


1978 

86% 

"86 


1979 

81% 

“si 


in 


Total1 

i  .  Di.crep.ncie.  due  to  rounding. 


13 


7(5ot  W 


1980 

1981 

i»m 

1M3E 

1*ME 

1985E 

1986E 

89% 

80% 

39% 

2 

311 

6 

3 

23% 

10 

7 

20% 

12 

9 

19% 

11 

12 

"69% 

“601 

"Til 

"40% 

"4l% 

"42% 

"43% 

8% 

16% 

15% 

5 

12% 

5 

7% 

6 

5% 

5 

31 

5 

— 8% 

~7s% 

"20% 

"17% 

"11% 

"To% 

8% 

1% 

12% 

9% 

9% 

10% 

10% 

11% 

-  % 

-  % 

3% 

8 

4% 

8 

3% 

6 

3% 

5 

3% 

5 

”% 

"="l 

“TT% 

"12% 

9% 

8% 

"~ 8% 

20%^ 

10% 

5% 

3% 

2% 

1% 

1% 

-  % 

-  % 

5% 

5% 

7% 

81 

9% 

-  % 

-  % 

-  % 

2% 

4% 

5% 

5% 

-  1 

-  % 

4% 

4% 

4% 

4% 

4% 

-  % 

-  % 

•  % 

2% 

3% 

4% 

5% 

2% 

5% 

6% 

6% 

8% 

7% 

7% 

lb0% 

TM% 

TTO% 

TBT)% 

T5tf% 

l0o% 

(3/16) 
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High  Leverage  from  Licensing 

Licensing  activity,  which  i6  expected  to  heighten  in  1983,  provides  e  triple 
benefit  to  the  successful  licensee: 


1) 


em  iu  UIC  bUWCCDfilUl  UVCUOCC. 

Licensed  games,  especially  arcade  game  conversions,  have  proven  better  and 
predictable  sellers  than  non-licensed  games. 


more 


3) 


preaiciaoie  sellers  man  non-uv«nDBu 

2)  Since  such  gsmes  are  "pre-sold"  through  prior  con  p  en  dm  /need 

arcade  or  movie  theater  environments,  advertising  an  p  Pneed  not  he 

not  be  as  high  (or  can  be  made  more  •««>«"*>• JAn.  ^rtSdge  games  exist, 
"educated"  to  the  product  -  only  be  made  aware  that  the  csrtn  g  a 

Market  share  leaders  will  probably  emerge  from  the  ranks  of  die  ««» 

licensees,  b.sed  upon  a  higher  °fif  that  the  20  best- 

"blockbuster"  tides.  Although  current  industry  BgureSo^  c>rtridg(?  6lle£  t0 
seUing  tides  have  accounted  for  less  the"  ,°ndous  product  confusion 
date,  consumers  and  retailers  ahke  wih  confront  /  t  t0  ,,mm.r 

from  the  flood  of  new  tides  in  U«  MM  «*»“■  ,t\he  expense  of  the 
titles  will  likely  boost  sales  of  well  Known 
umpteenth  "Space  Invaders"  imitation. 

Having  made  this  ease,  aome  qualif, cations  must  be  made. 

First,  a  license  alone  cannot  «“"•*"*" ^‘^daptatiow'wqui  ” ulen'ted  execu- 

-  -  — *  -- 

"Mr  margins  of  Sensed  games  suffer  as  comped, ion  drives  higher  fees 

,OT  ThTd^we  «ou,d  disdngtnsh„. 

category.  "  hosing  pack.  and  its  atellar  a^coivincing  case  for  totally 

resistance  to  the . 1  *  aEir)ftive  promotion  —  LRDUve<j  equally  skilled  design. 

— - 

out  it.  PS"*"*  P“b  ‘C  0S8produ c,  over  the  long  «rm. 

raise  its  commitment  to  product  will  remain  most 

Finally .  it 

•SH • 
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Cartridge  Purchase  Rates 

Cartridge  consumption  rates,  currently  averaging  between  five  and  six  per  con¬ 
sole  per  year  across  all  systems,  are  expected  to  erode  gradually  through  the  fore¬ 
cast  period  to  about  three  per  system  (see  Table  14),  as  the  primary  market 
matures. 


1)  The  heavy  user  segment  of  the  game  owner  universe  (teenage  males)  has  already 
been  largely  penetrated.  Installed  base  growth  through  aggressive  low-end 
market  targeting  will  probablv  dilute  overall  average  purchase  rates  con¬ 
siderably,  especially  if  cartridge  retail  prices  decline  only  modestly,  as  we 
expect.  (Current  industry  estimates  identify  the  heavy  user  segment  at  around 
30%-35%  of  the  total  base.  Manufacturers  assume  that  by  1983,  204  of  the  total 
base  will  account  for  80%  of  cartridge  sales,  the  matured  markets  ratio  that 
has  also  characterized  the  record  business  and  other  consumer  product  markets.) 


2)  Increased  manufacturer  concentration  on  "blockbusters"  mav  slow  consumer 
purchases.  "Hit"  title  cartridges,  representing  huge  licensing  and  marketing 
investments,  will  probably  be  timed  more  sparingly  in  future  market  releases 
(much  like  films). 

3)  Multiple-unit  ownership  (i.e.,  a  game  system  and  a  personal  computer)  will  tend 
to  reduce  purchase  levels  for  each  system  alone. 

4)  Although  most  manufacturers  have  adopted  variable  pricing  schedules  for  games, 
discounting  on  less  popular  titles  has  not  proven  very  effective  in  clearing 
slow-movirfg  titles  —  indicating  the  degree  of  consumer  pnce  inelasticity 
where  game  product  quality  is  concerned. 

5)  An  inevitable  boredom  factor  will  likely  reduce  consumption  rates  as  the  pool 
of  new  console  owners  begins  to  shrink. 

Rental  Market  Prospects 

.  „„-e  h«vp  Kuccested  that  a  declining  cartridge-rate-per- 

Some  industry  observers  mushrooming  of  rental  clubs  originating  at  the 

console-owner  mav  e  level _ a  trend  that  would  parallel  that  of  the  video 

^ etl;  fflf  bus^neH  fwJSch  has  become  heavily  rental  rather  than  purchase 

oriented). 

,  Mine  cartridges  might  seriously  threaten  game 

,  ™l^>TtTLZZry  end ^ovt -promotion  items.  ttuch  .  development  even,, 

unUkely8f°r  the  following  reasons: 


1) 


...  are  designed  to  stimulate  multiple  plavs 

Good  challenging  to  continually  better  his  performance  and  match 

nTgafnTt  family* and  friends . 

®  ,ic  ovnensive  at  retail  than  video  cassette 

levels  on  video  game  softwa 
run. 


i 
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.  .  a  has  sprung  almost  entirely  from  specialized  retailers  of 

*Pe  and  products,  who  represent  only  a  small  fraction  of  the  total 

noution  network  for  video  games.  The  bulk  of  the  business  is  handled  by 

huge  retailers,  toy  and  department  stores,  which  have  no  interest  in  fostering 
a  rental  market. 


In  the  long  run,  the  rental  phenomenon  may  permit  manv  more  small  retailers  to 
etay  in  the  game  business,  even  at  a  retail  price  disadvantage,  by  reducing 
necessary  inventory  commitments  and  building  a  steady  customer  base.  However,  ren¬ 
tal  is  unlikely  to  seriously  Jeopardize  game  sales.  (Significantly, 

current  experience  indicates  that  "club"  renters  still  tend  toward  frequent  purcha¬ 
ses  --  at  least  the  per  year  average  of  five  to  seven  units.) 


Computer  System  Games 


Games  designed  for  personal  computers  are  already  experiencing  enormous  growth 
and  could  represent  as  much  as  20%  of  total  game  sales  by  1986,  or  $800  million  in 
sales  (see  Table  19).  Although  the  1982  market  is  far  smaller  (by  a  proportionate 
installed  base  factor  of  nine-to-one) ,  we  anticipate  rapid  growth  in  sales  of  per¬ 
sonal  computers  that  also  play  games,  resulting  in  a  two-to-one  games-to-computers 
base  ratio  by  1986.  A  significant  portion  (up  to  half)  of  these  computer  purcha¬ 
sers  will  have  previously  owned  video  games  and  will  be  disposed  to  continue  buying 
games.  Moreover,  the  current  purchase  rate  of  games  among  computer  owners  is 
generally  higher  than  among  game  console  owners,  whether  because  of  higher  income 
levels  or  a  more  fervent  hobbyist  concentration. 


The  computer  game  market  is  far  more  fragmented  than  the  game-only  software 
market  chiefly  because  of  the  larger  number  of  incompatible  computer  systems. 
This  situation  is  expected  to  continue  as  new  hardware  is  constantly  introduced. 

major  ^me  manufacturers  will  aur.lv  develop  atr.teg.es  to  pursue 

this  embryonic  market. 

1)  For  Atari,  computer 

l’.Uio;?dof$2m-f%'0of  ifs  game  hUe a  Put 

computer  installed  base  grows.  ?  early  1983  (poSSjblv  through  a  newlv 

.ions  for  competing  cj»put.r  systems _  in_ early  o(  Auri),  bu,  „flj 

formed  unit,  Hamer  Sof  w  #  e  systems  until  new  console  shipments 

resist  doing  the  ..me  for  compeUng^g.m.  >?>»»  of  holM  computers  is 

drop  off  dramatically  .Sinceits  afford  to  pass  up  the 

less  than  half  Ita  game  “™*  ‘T*1  *  „uch  wid,r  computer  merket  base 

opportunity  to  aeU  consoles  are.  »ou!d  undermine  .  tightly 

c©n"ested° struggle  to  £<  domin.nl  mark.,  .hare  there. 

Other  manufacturers,  auch  as  « 

piTy  in  a  variety  of  computer  modes, ^‘.‘rers  and  the  tiny  ».« 
begin  forming  betxeen  )  g  -„rious’  computers  as  auch  designer 
Coast  developers  of  g*n>es 
expanded  distribution. 


2) 


-  41 


C  Scmiarin  *  Co.  ^  • 


Member.  Sr* 


\or\  Stock  UfbAnfc  If* 


.  »7  Fifth  A«-  WY  MS)  •  HU.  *****  •  C,bk  •LinK°C 


wrket  Forecwwt 


~">r  ' 

BERNSTEIN  RESEARCH 


Y* 

i 

BERNSTEIN  RESEARCH 


TABLE  20 

Personal  Computer  Software  Market,  At  Retail 


1982E  1986E 


t 


Sales  by  Category 
($  million) 


Annual  Compound 
Growth  Rate 
1982-86E 


Business /Financial 
Recreational  (Games) 
Educational,  Home  Mgt.,  Other 
Total 


Business /Financial 
Recreational  (Games) 
Educational,  Home  Mgt.  Other 
Total 


$275 

$1,500 

175 

1,200 

50 

1,800 

$500 

$4,500 

Mix  as 

%  of  Total 

55% 

33% 

35%  - 

27% 

10% 

700% 

40% 

700% 

53% 

62% 

145% 

73% 


Sales  Per  Installed  Computers 


Installed  Base  (mil.) 
Total  Software  (*  biuj 
Software  Sales  Per  Unit 


1.6  15*0 

$500  $4,500 

$312  5  300 


software  Salr-  l1nit‘  Bv  Categog. 


Business /Financial 

Recreational  (CJ**"e^gt. .  other 
Educational,  Home  Mgi 
Total 


$172 

110 

30 

$312 


Source- 


Bernstein  estimates. 
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3)  Success  factors  in  the  computer  games  sector  will  include  top-of-the-line 
licensing  arrangements  and  broad  distribution.  Atari  stands  to  be  very 
influential  in  this  segment  at  whatever  time  it  chooses  to  enter  it  (as  a  non¬ 
exclusive  games  supplier)  while  CBS.  Mattel.  Imagic  and  Activision  should  also 
prove  formidable  competitors,  in  view  of  their  strengths  in  game  design  an 
distribution. 


4)  Until  recently,  retail  prices  for  computer  game6  have  been  slightly  than 

for  standard  game  cartridges,  but  production  costs  may  actu '  y  ® me  con- 
volumes  grow.  Since  most  computers  have  greater  memory  *torag  Computer 

'  .oles .  It  is  easier  and  faster  to  ed.pt  a  complex  erc.de  gew  ter  e  «,",p«.r 
then  it  is  to  electronically  "shoehorn"  it  into  e  raUHvely  primitive  IK  RA 
VCS.  One  .major  disadvantage,  however,  is  that  games  d. d,*  than 

3.T  «U°c.X  over8  the  ,ong 

term. 

5)  The  rise  of  computer  games  as  a  m8io^  soft  migation^about  rights 

blizzard  of  licenses  and  cross-licenses.  The  recent  litigious  acce- 

extensions  from  arcade  games  to  person  Ap.ivision  Atari  v.  Imagic)  may  be 
leration  (Magnavox  v.  Mattel •  *in  copyright  taw  in  the  intangible  pro- 

^ty^lTSuS,  ,U devYlopclent^ma^be^  considered  .  minor  rish  element  in  the 

software  field. 


Software  Distribution 

Just  as  the  manufacture  of  game  1,^  ha^dw^rind5  software 

increasingly  will  the  dhis,"^,'1°9n'00(,  “"rail  outlets,  led  by  direct  l.e.ory  .ales  o 

sometimes  un  er  p  begins  to  decline  in  late  1983. 

As  the  growth  rat. ■  *  »  outlets  d  .“H^e  £-* 

viously  cited  re  computer  software  in  thcl  .  distributors  who  can  distill 

-  - — ~ 

the  vast  number  of  gam 

provide  retailer  financing.  rded  ,„u,ic  distribution  arm 

Warner  has  recent,, ‘games-  This  action  --- 

tn”  .h distribution  »ccount  ^hn  ®“Ceh  r?uu“«  cl.im  ^  they^  per"onaJ 

:’'shtcm  'M00Wii“fn.te.d  ***£ will  continue  to  give  « 

not  carrying  the  5ZU  believe  th*t  Atan 

computer  alter  t  distributors. 

the  upper  hand 


-  44  - 


tsniord  c  •cmsicin  k  Co-  IhP 


lac  •  7*7  Fifth  Avt- 


V(rt.  NY  K>153  •  U.J,4«r5«0  •  C.Nr  lEtftWOr 


I 

| 

* 

I 

I 

| 

I 


I 


j 

I 

« 

( 

I 

I 

I 


BERNSTEIN  RESEARCH 


Other  software  marketers  with  established  distribution  capabilities  (both 
domestic  and  international)  are  Mattel  and  Coleco,  via  their  toy  businesses,  and 
CBS,  with  both  records  and  toys  (Gabriel  Division)  experience.  Parker  Brothers 
(General  Mills)  and  the  General  Consumer  Electronics'  Vectrex  game  system  (Milton 
Bradley)  also  have  good  toy  industry  exposure  to  help  launch  their  respective  game 
products. 

The  crunch  will  hit  the  smaller  less  established  game  developers,  who  will 

find  the  channels  increasingly  clogged.  Thus,  the  flagging  d  Sf  i®,,  ® 

Magnavox.  Emerson  Radio’s  Arcadia  2001.  and  Astrocade,  formerly  * 

will  be  hard  pressed  to  obtain  or  hold  retailer  shelf  space.  Simila  y, 
international,  which  has  built  distribution  rapidly  this  y“"  "i.,ht0”*“d«nre,ai] 
diser  accounts  for  its  VIC-20  computer,  will  fin  Obviously  if 

acceptance  for  its  "Max”  machine,  a  low-price  game  console  ,  wUI  not 

these  new  game  systems  cannot  establish  a  retail  presence,  them  software 

be  carried. 

T - tn  Home  Video  Game  TechnoJofy  --  Progressive  Enhancement 

The  same  characteristics  that  have _  gy  *jJJJovation .  program- 

categorv  from  other  electronic  gadg  home  olaver  —  should  continue  to 

m.bhity .  and  an  interactive  dimenrion  with  the  ^pUy.r  ^  ^  exhibited  jn 
drive  new  generations  of  e*J"cs-  term  developments,  while  systems  incor- 

poraUrt^siVfdfiraoby6 advanced  Techncio^cal  innov.tion  shou.d  reach  the  msrXe.  by 
1984. 

,  U  •Wf  trarfav's  tame  technology  research  is 

Tfie  principal  objective  of  muc  f  of  m0v€ment,  of  involvement  in  the 

heightened  simulation  n7^Arch  effor'.s  .re  t.rge.ed  a.  severe  aspects  of 

•C.ren0h.'nceemee*nrto  scM^th.,  goal,  ss  discussed  below, 

"  Cre,,er  Re^ig  through  .nimstion 

Higher  resolution  Vuch^a^.TwIicr ’He 

,h” tupp,y  ,h‘ 

the  ROM  (reao  °  y  hic  instructions. 

basic  program  and  g  P  tem  graphics  capability 

In  general .  -he  ^ving  foree  b.hind^mp^^^ 

"  "d  *’ 

"nsimer-pric'e  >eve,s  oomp.r.ble  to  todays. 
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Current  specific  research  efforts  in  the  graphic  enhancement  area  In 

1)  Expansion  of  cartridge  ROM.  Semiconductor  induatry  aourcea  general*/  ' 

doubling  of  memory  capacity,  at  equivalent  price,  to  occur  ever*  tm*  / 

some  no*  anticipate  an  acceleratiqn  of  that  pace  ta  th* 
example,  a  one  megabit  (1  million)  ROM  chip  ia  believed  feasible  in 

three  years  at  the  cost  of  today’s  64K  chip  (about  $3)* 

The  main  factor  in  this  capacity  expansion  progress  ia  ' 

leading  chip  suppliers,  such  as  General  ln*tr'JJ*" _*  urfgce  fthat  whi'  n 
of  chip  memory  available  on  the  same  Bi*®  a  dgglgn#rt  and 

sents  the  lion's  share  of  the  chip  compon  *  u  gg  improved  dr*  z  • 

facturers  thereby  realise  an  immediate  cost  benefit  as  weu 

flexibility. 

2)  Peripheral  devices  that  expand  the  R^M  JJ'e^°]7gn7  2^  system  ROM  to  the  VC*, 
Starpath  Corp.'s  Supercharger  Jh^dJEgnS  games).  This  trend  w- 

via  a  module  and  a  cassette  player  for  their  design  s  ^  syate-t 

likely  continue  to  broaden  the  ®oftware  ^JJferate  gs  smaller  independent  y 
Such  auxiliary  devices  are  expected  to  bMe  created  by  fr* 

dors  take  advantage  of  performance  gaps  in  the  in 
quent  technology  improvements. 

»  ‘r"uT" ,r**‘ 
cartridge  memory. 

Di»pl*y_  -  ,-nrt-rd  television  aionitors 

Came  «.*,  *» 

•’moving"  objects  tha  .harpness  of  a  television  has 

Although  ad e<\c^s se^ by°  Vu r rent° comp u|le r v®  on-oV^ghT  ur":« 

S.rSi-f  trusts 

SfeWS  '  C°"PU  "  ir.:.  -a,  o.  ,n. 

Th.  most  Uk.lv  -j-gjxys 

XiSn«"s,tio'?  CO,rSm*?nclud.  •  10"  d‘,ev°X  Cfor°r.tI“ -•!»"'  monitor,  th.t  °J'<; 

:Sr  HSn  -  of  ,he  vector  ,c‘n  or  r“ '  ' 

nology* 


Vanlo.dC  acm.«>n 
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Voice  Replication 


i 


1 


Btsic  voice  synthesis  is  available  on  the  Odyssey^  and  the  In  television 
Systems  (similar  in  aural  quality  to  Texas  Instruments'  "Speak'N  Spell"  educational 
games  for  pre-schoolers);  more  advanced  versions  are  expected,  including  an  Atari 
entry  in  1983. 

Voice  recognition  is  a  more  complex  technology  and  its  implementation  into  home 
game  6y6tems  is  expected  to  be  more  gradual,  although  a  Milton  Bradley  peripheral 
device  which  includes  both  voice  recognition  and  synthesis  will  be  available  for 
the  T.I.  99/4A  in  1983.  The  basic  semiconductor  research  (since  digital  impulses 
must  be  converted  to  analog  for  sound  conversion)  is  well  underway  in  this  area, 
and  further  enhancements  are  anticipated  as  a  form  of  minor  product  refinement  for 
existing  and  new  consoles. 


Interactivity 

The  truest  form  of  enhanced  involvement  is  an  ability  by  the  player  to  design  a 
game  himself.  Self-programming  features  are  expected  to  become  a  th^u®!  n 

computer  software  development,  and  will  likely  be  manifest  in  game  systems  as  welK 
Examples  of  such  games  are  expected  from  both  Atari  and  Mattel  (for  eir  P 
tive  personal  computer  lines);  this  area  should  receive  an  ever  increasing  level  of 
research  attention  throughout  the  forecast  period,  as  computer  literacy  objective, 
become  more  fully  manifest  in  game  evolution. 

New  Delivery/Pistribution  Systems 

Intersystem  Compatibility 

Peripheral  devices  that  will 

may  be  expected  in  the  near term.  P  6  BVCS -compatible  module  is  the  first  of 
existing  patents  and  co pynghU • j  Coleco  s  unBca?hedi  other  such  devices  can 

these;  should  it  peripheral  modules  for  game-plaving  through 

person^ Computers 3 is  P.nd  one  that  could  significandy  expand 

the  hardware  installed  base. 


Externally  Sourced  Games 

,  _  Television  -  G.mes  osn  Patently  Jf.eJ’flUrs'*1  (Generel'Jnstruinents  • 

•’  -Prrrke^r.uT.  sys?e"Vi,h  Metiers  MM- 

jeneold  Division  »»  »•*„•  ide<lly  Bix,d  result. 

for  all  different  systems  obstacle, 

special  converter,  a  potenu 
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T »l*phone  Lines  -  Leading  data  base  marketers,  such  as  CompuServe,  offer 
multi-terminal  games,  whereby  several  subscribers  can  simultaneously  take 
part  in  a  computer- monitored  strategy  game.  The  major  drawback  here  is  the 
severely  limited  graphics  range  (telephone  lines  move  electronic  impulses  at 
one- fourth  the  speed  of  cable  TV  lines,  causing  picture  resolution  to 
suffer).  The  high  cost  of  modems  and  connect  time  (frequently  long 
distance)  may  also  prove  to  be  a  market  deterrent. 

c)  Videotext  -  This  emerging  two-way  data  transmission  technology,  employing 
either  phone  or  cable  lines,  may  solve  problems  presented  by  either  existing 
external  source,  with  full  clear  graphics  and  a  non-d edicated  decoder/keypad 
home  receiver  system.  Here  again,  however,  high  connect-time  charges  mav 
limit  seriotus  game  applications. 


Video  Disk 

The  incorporation  of  video  disks,  particularly  optical  laser  disks,  could  add 
an  exciting  dimension  to  home  games  in  the  mid-to-long  te™*  pu? 
graphics  could  be  stored  and  retrieved,  in  random  access  fashion,  by  $ 

:SPS^o.n^f.rrnt.r-n.tcEJn  *n%br?tofype*fordmn.0.Wth"  1M?  <^n-op.r.,ed  industry 
trade  show). 

Game  Software  Development 

Expanding- household  penetration  0^a®®mge^^ernTheU1cu^ntly  popular  arcade 
tunities  for  segmentation  in  terms artridces  are  already  being  supplemented  by  stra- 

*«-  “• TV  ,nd  f,lm 

ehe.r.c*,r  gin.es.  end  even  X-r.ted  edul.  gee.es. 

The  stretegic  eignific.nce  of  ^  of  “he  £« 

turers  need  no,  °  ,ncrMSlngly  offer  soft  were 

comp,ny  ,tr8,eB,es  ,nd  p'rs°^",es' 
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Competitive  Strategies  in  the  Consumer  Video  Game  Market 


Atari  —  Near-Term  Preaaurea.  Long-Term  Dominance 


The  aharpened  competitive  climate  in  the  domestic  video  game  in  I  us  ry  ov ’  r 
past  year  has  hurt  Atari  and  will  continue  to  pressure  the  Indus  ry  g>«  >  J 
game  technologies  start  rolling  oiit  in  late  1983.  In  particular. 

1)  In  the  software  market,  rapid  incursions  by  third  party  designers  (notebh 

Activision  snd  Im.gic)  will  reduce  At.*'.  ‘^fVhk'h  let”  we bel  we  *  c.n 
.bout  43%  in  1982  .nd  «s  low  «s  48%  in  1983.  «t  which  level  Mr)jer 

be  sustained  for  the  remainder  of  the  *°recest  penom  but  it  hes  been  espe- 
all  software  developers  are  experiencing  margin  press  . 
daily,  damaging  for  the  industry’s  share  leader. 

w  .  .  .  At0vn'K  low-Driced  VCS  —  Which  has  yielded  very  rich 

2)  On  the  hardware  side.  Atan  s  low  pncea  market  position  -•  appears 

margins  <40%-45%)  on  its  way  to  *.66%  installed  base  market  p 

extremely  vulnerable  domestically  in  1983: 

a)  If  Coleco’s  VCS-compatible  Appear  b^the^arkef.  priced 

b>  early  tsTL'nct.'tmlnc^T^rcond  r^Z'JT. 

effectively  reducing  margins  by  25%. 

„  The  Deluxe  8200  coneo,e  inten £ ^ &«dy”h"  St^S^- 
through  high-end.  premium  pnced  .-es  h.^Jhe  price  declines  on  per- 

^  ,r,de-up  e,me  co  ,  ftirlv 
♦  i ton1  g  margins  to  contract  fair 

as  ’AWis  s. 

‘.Mu’ to  higher  -".rg.n^of.w.r^ ""‘'growth 

SJ2r.fiSSr.Uj;  gredually.  to  the  !•»-.»» 

division’s  margins  are  exp 
level  by  1986. 

...Now  fo ^jhe^ood-Newa  Btrength  will  be 

«vr 

best  investment  in  * 

strategy  is  outlmed  below. 

finftwar1*  Strategy  t  game  cartridge 

Super-hit  bh.s  ^n“ber‘h*ofVi.nB/ hi.  « 

1)  bicensin^_WH--g- At>ri  holds  6-12  months. 

S^.y  *vident  over 
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»)  New  Men  launches  include  "E.T."  (November  1982).  "Raiders  of  the  Lost  Ark" 
(December  1982)  end  "Ms.  Pec-Men”  (January  1983).  for  both  game  and  com- 
puter  systems  —  any  of  which  is  capable  of  selling  to  half  or  more  o  e 
combined  VCS  and  400/800  installed  bases,  a  hardware  universe  approaching  11 
million  units.  The  timing  of  -such  big  title  ******* 
since  50%  of  all  game  software  retail  sales  occur  in  the  roo  p 

to,  and  just  after,  Christmas. 

b)  Later  in  1983.  "Donkey  Kong"  for  Atari",  homc  computer.  wUl  be  «■**“*• 
representing  an  important  opportunity  for  aubliceneing  the  hit  geir 
other  cartridge  manufacturers  for  computer  modes. 

c)  Atari  owns  home  g.me  licenses  to  W»«jl»  p’nSiuct'llep*  h  Md”.^ 

arcade  games,  both  as  a  means  of  en  gFi  such  games,  licensed  from 
emptive  maneuver  against  competitors.  FWe«uch  g. 

Centuri  Company's  arcade  games,  will  be  marketed  in  ea  y 

d)  Over  the  long  run,  Atari  poa  se  sse  s  Turge^t*  in  allied  base  and 

undisputed  licensing  dominance:  the  industry  »  a 
its  deepest  financial  reservoir. 

.  .  »  _  atari's  own  huge  in-house  design  caps 

»  *hould  con,ribo,e  strone'y  “ 

products: 

—  Lucasfilm,  for  coin-op  and  home  games; 

Children’s  Television  Workshop,  for  pre-schooler  .duc.ion.1  g.mes 
revolving  around  s  Sesame  Street  theme.  >t  work 

-  “  '  C‘”bnde  .  „ 
-n,g-smge— 

non  ch.nn„  for  independent 

-  «•  "hich  wiU  grow  in  5ien" 
^-omputer  instiled  base  «»—•  ^ 

Among  the  important  new  products 

ST  C--Etr.oTe^nthi’  pftur.  by  — 

systems,  we 


3) 


_ — 

i«rloed  C  a*mttnit  A  Co  l«  •  Mtm  - 


iurd«are  Strategy  ^  t  #htre$  (§c, 

•hare  will  remain  in  the  ' 45%  ! >0%  ^  w%_40%  by  1986. 

though  new  unit  shipments  m  y  P  5Q%  of  th€  domestic 

s)  The  VCS  slone  wU1  hC°gg3nU€  o\°  85*1982* game  software  ship £ednotabh°ard  to 

ST ■s^TcwSg—- ; «"  “*^.t°uhrnd 

underfund  »*v  AUrt  cont-nues  to  CO..-C  ,uch 

unit;  «  «">“"?  the^  ^imitation  hard-are  to  installed 

industry.  lr0™c®^V  ’  if  6UCcessfully  marketed  --  even  as  it  snatches  hard 
be  Coleco's  noddle-  .oftw.rt  reach  «en 

base,  expanding  Man  P 

ware  sales*  #  *wp  trade~up  ^a 

p£=22!L~EE*^^ 

- -  .  •  ^  Awcpnal  is 


PeraonBi_Coo)£Oter6_j^LAIi-l^^^^^  currentI,  ,tr„„g  ,ho„S0  «»*$ 
atari’s  strategic  arsenal  is  i  n  holdB  B  combi  %rv  deve- 

Rounding  °^\hAe  personal  computet -  mark  U  BVeraging  about  30%^  ^  research 

table  position  m  th  P  25%  and  gross  m  ®  f  overhead  from  °  *e  expect  a 

:”-S  Br  -«;S  Ba^eSis  r  ;S 

S.5&.WMS  ^ 

_ .,ritv  of  three  y 


bl 


<  in  19»3  . ^  Ttriee  cuts  oi 

^  jrssa.’S"  ip— „  or 

"«h  ^JS'SS-0, "*rtet  ,hrOUeh  h>5  proven 

»*!«?-  ”T;;.n-  nd  tn...«.d 

» aagSS  bo. 


•P^^s  memory  Ufu^lem  with  the  40u  ^  —  with  6on,e 

erin  ne  Keyboard.  The  p  BVatem  for  most  o' ^"dUion8l  higher 
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b)  As  the  low-priced  entry,  it  must  bear  the  brunt  of  incessant  competitive 
price  warfare.  Its  current  $245  wholesale  price  (which  will  drop  to  $199  in 
January  1983)  yields  only  about  a  30%  gross  margin  and  is  extremely 
vulnerable  to  further  erosion. 

Vfe  believe  that  the  lifetime  of  the  400  will  be  short  unless  (as  has  been 
suggested)  Atari  repackages  it  with  a  new  keyboard. 

2)  Atari's  Model  800  represents  considerably  greater  value  than  the  400,  despite 
its  price  disparity  (the  800  currently  sells  at  $500  wholesale,  but  wul  fall 
to  about  $400  in  early  1983).  It  offers  expandability  (16K  RAM  up  to  48K)  and 
a  full-stroke  60-character  keyboard,  opening  the  800  to  far  broader  market 

opportunities  ‘(home/professional,  schools,  as  well  as  8*™*s^*  A®  *  rftShBc 
even  with  its  smaller  installed  base  than  the  400  (about  240.000  units),  it  ha 
generated  probably  65%  of  Atari's  $160  million  in  1982  computer  software  and 
peripherals  revenues  —  achieving  the  optimal  dollar-for-dollar  spending  ra  10 
between  hardware  and  software /peripherals. 

At  its  1983  price,  the  800  cannot  compete  at  the  low  end  of  the  personal  com- 
*'!r  m.rke?  However.  it  is  probably  realising  a  gross  margin  in  excess  of 
JoTr.ea"ng-  rZ  for  more  cSmpe.i  Hve^cin  gwhi*  re, ^^0': 

m^margln^o'r  beUer"’*!!^  vdume  production  efficiencies  .s  it  positions  the 
800  into  a  more  price-competitive  midrange. 

.  evf  1  qo7  will  he  its  Model  1200.  a  64K  hardware  unit 

3)  Atari’s  first  new  product  of  1M3 be  «  models  and  fullv 

based  on  the  same  8-bit  6502  ^P^X  Joftiare.  In  addition,  the  1200 
compatible  with  all  exi*tinf,f  A.!® ion..  kPevs  including  a  self-diagnostic  system 
features  12  programmab  e  function  key  suggested  retail  pnce  of 

•can.  and  a  built-in  microprinter it  »U>  '"Znd'J.s  to  poai.ioning  (the 
under  J1000  (J595  wholesale).  Though ■  [eBSion^.0ri,nted  unit,  yet  may  be 

1200  is  not  meant  to  be  a  p“!'"'Se%P0„8UTO,P  use).  Atari  seems  bent  upon 

premature  in  terms  •  h?£,S7in.  and  .baking  its  marketplace 

^eco*mp—rnu?^  for  game-p.ay.se  only. 

4)  Regarding  distribution.  Atari..  -v  oblectWe  ,^  develop  computers  ...  ee, 
4)  Regaraint  ,iber8ting  them  from  the  specialize  the  Atari  units  have 

„  rcir  »s=ssr 

sa  ""  a  i.  — Tw 

*r\t*»rtftinment  field . 
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imp  ses  that  drive  consumer  discretionary  purchases,  and  is  willing  to  invest 
in  the  internal  and  third-party  software  development  that  will  ultimately  help 
to  sell  its  computer  systems.  Two  Warner  programs  that  may  bolster  its  soft¬ 
ware  market  strength  are: 

Atari  Program  Exchange  — *  Essentially  an  Atari-sponsored  distribution  chan¬ 
nel  for  independent  software  designers,  the  APX  enables  Atari  to  tap  into 
the  third-party  market,  thereby  enlarging  the  talent  base  designing  for  its 
systems  as  well  as  the  software  support  crucial  to  building  a  market 
presence. 

b)  Warner  Software.  Inc,  —  A  newly  formed  WCI  division  (and  not  strictly  an 
Atari  arm),  this  publishing  unit  will  explore  emerging  software  oppor¬ 
tunities  in  all  educational  and  entertainment  fields,  and  for  all  major 
installed  base  systems.  By  remaining  independent  of  Atari,  Warner  Software 
can  proceed  into  software  markets  unfettered  by  parochial  demands  to  service 
only  Atari  hardware. 


New  Product  Directions 

Although  the  prospects  for  new  product  successes  are  always  difficult  to  eva¬ 
luate.  Atari’s  own  record  of  innovation  -  together  with  its  massive  research 
outlays  --  almost  requires  consideration  of  a  steady  new  product  ow  0  ®  ®  P 

of  its  ongoing  portfolio.  At  the  present  time,  the  most  intriguing  question 
•none  Atari"®  developing  ere.s  is  its  "Project  F.lcon  -  the  company's  imputed 
"fourth  earnings  leg."  Little  is  known  about  the  undertaking  e*cep’*p" 

involves  consumei-msrketed  microcomputer-biased  products  in  w  a  is  esc 

potential* $500  million  market.  Plans  are  expected  to  be  disclosed  by  early  1983  >n 
anticipation  of  a  mid-year  launch. 


Mattel:  Dropping  the  Ball 

,  4  vp^  console  with  17%  of  the  installed 

Mattel’ 6  In  television .  secon  nosition  of  all  the  major  players  Mattel 

base,  is  probably  in  the  most  pp?“™  .p  ^  t  on  the  strength  of  its  better 
has  built  ,«s.  However,  it  has  been 

Sculuar.borfoiUne:rp^uc,U«.Uugh. 

New  Co*nputer  Initiatives 

TT-1  -  -a  sar  c  as JSMM-Jrsu 

bridge  to  the  expectations  for  success: 

".on  owners ..wen,  .  bo,  ~  -5- -  -g?  =  ^ 

household  incomes  f  an  add_on. 

"•straddle”  product  in  the  form 
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as  dated'  Vueh***1 *  the  lnteUivl,ion  *•  being  increaaingly  viewed 
"total”  name  and  «.fm  J10'  un^ke^y  to  inspire  new  purchasers  looking  for  a 
ti  be  5Sre  X?n°??P«UUP  ,y,,tenU  (The  VCS  i#  «“•  *»•  but  it  doesn't  Jretend 
business.)  **  **  *  tow -end  game  system  with  the  best  titles  in  the 


3)  Vie  foresee  substantial  difficulties'  for  Mattel  in  overcoming  its  traditional 
toy  company  image  (far  more  ingrained  than  Atari's),  and  for  any  toy  manufac- 
urer  seeking  to  trade  up  into  the  crowded  computer  category. 

4>  Product  development  has  been  very  uneven  at  Mattel.  A  keyboard  console  proto¬ 
type  languished  in  test  markets  for  nearly  two  years  at  unacceptably  high  price 
levels  ($500  and  $600)  before  the  current  models  were  announced. 

5)  Good  computers  depend  upon  good  software  —  frequently  third  party-designed. 
It  remains  to  be  seen  whether  Mattel  will  have  the  talent  to  produce  the 
quality  of  software  needed  to  interest  hardware  purchasers. 


Intelliviaion  —  Rough  Sledding  Ahead 


With  or  without  the  computer  module,  significant  share  erosion  seems  in  store 
for  the  Intellivision;  we  expect  its  share  to  drop  to  about  16%  of  new  domestic 
units  in  1983.  from  19%  in  1982.  A  quality  game  system  with  a  valued  niche, 
Intellivision  had  its  opportunity  snatched  away  by  more  nimble  competitors.  First, 
it  was  too  slow  in  reducing  the  high  price  of  the  system,  allowing  itself  to  be 
undercut  by  Ccdeco,  and  then  surpassed  from  the  standpoint  of  game  titles  by  the 
graphically  equal  or  better  Atari  5200.  Price  pressure  from  personal  computers 
also  increased  its  vulnerability.  Second.  Mattel  has  been  extremely  slow  about 
licensing  good  titles,  and  has  experienced  bad  luck  when  it  did  (the  "Tron"  film's 
box  office  failure).  Finally,  Atari’s  new  sport  game  cartridges  strike  at  the  very 
heart  of  Mattel's  software  strength. 


Margin  pressure  will  also  be  intense;  the  desperate  late  summer  $50  rebate 
program  has  turned  into  a  permanent  price  cut,  slicing  20%-25%  off  hardware  gross 
margin*;  A  private  label  arrangement  with  Radio  Shack  (  Tandyvision  )  has 
"gMene'd  th.t  squeeze,  sib.,  T.ndy  i.  notoriety  stubborn  .bout  ..Lining  it,  sot 

gross  retail  margins. 

forecast  reflects  a  declining  hardware  unit  volume  trend  (assuming  only 

,  voice  synthesizer  acceptance)  and  a  sliding  margin  structure  for  the  next 
modest  voice  synthesizer  P  cost-reduced  Intellivision  model  expected  in 

two  years.  even  ^aJteristics  arouse  further  concerns,  such  as  a  rigid 

5op-downecoarporate  orientation  that  is  not  conducive  to  fast  innovation  and  a 

chronic  inventory-balancing  problem. 

i  bote  MAttel'6  traditionally  strong  distribution  should 
In  the  international  r*  eJ*  •  M  ,hould  the  recent  formation  of  European  soft- 
enhance  near-term  shar* centers.  But  the  long-term  viability  of  the  higher 
ware  design  and  operations  cent  ^  competitive  challenges  is  questionable. 

Sfatbc^con^de^abl^new  unit  .hare  erosion  for  Mattel  after  1984. 
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Software  Outlook  —  Mixed  Prospects 

IntelHvVsfon  *unitKh?tdS  *n  in,pre,sive  domestic  installed  base  of  2.5  million 
»UHon  wHh  year"end  1982 '•  1983,  that  figure  should  be  nearly  3.5 

easts  f  s®as  umts  tolling  nearly  an  additional  one  million.  Our  fore- 

eould  nMv!f  8  mcKlera^e  cartridge  purchase  rate  of  3.5  per  system  in  1983,  which 
..  f?  -  conservative  if  some  top  licenses  are  obtained  ("Lock  'N  Chase," 

t  ,e  ^ala  East*  has  shipped  1.0  million  cartridges,  and  Mattel  has  cap- 

,  e  Burger  Time"  license  from  the  same  company).  However,  the  converse 
couia  be  just  as  likely.  Both  Activision  and  Imagic  are  now  going  after  the  Mattel 
cartridge  market,  and  surprises  in  Intellivision  cartridge  market  share  positions 
are  more  likely  to  be  negative  for  Mattel  in  our  opinion.  Some  offset  to  such 
losses  should  come  from  the  M-Network  line  of  VCS -compatible  cartridges.  Although 
the  fourth-quarter  competitive  crush  in  the  entire  VCS  software  market  dimmed  ini¬ 
tial  expectations,  M-Network  represents  Mattel'6  decision  to  explore  competing 
hardware  markets  for  its  games  —  a  position  that  will  gain  significance  as  the 
company  enters  the  personal  computer  hardware  and  software  arenas. 


As  for  new  directions,  Mattel  may  seek  to  expand  its  activity  in  the  reviving 
hand-held  electronic  game  marketplace,  where  it  experienced  earlier  success.  In 
addition,  a  new  line  of  personal  "communications"  devices  (such  as  alarm  systems), 
could  benefit  from  the  company's  strength  in  promotion  and  distribution.  With  the 
intensified  competition  in  programmable  video,  however,  a  diminishing  Mattel  market 
position  6eems  likely. 


Coleco:  An  End -Around  Maneuver 

•i. 

Coleco' s  surprisingly  strong  market  entry  represents  the  most  thorough 
exploitation  of  current  video  game  technology.  This  is  not  a  company  likelv  to 
lead  the  industry  into  new  generations  of  products,  as  Atari  will,  but,  through 
quick  response  and  savvy  salesmanship.  Coleco  may  have  seired  an  opportunity  in  the 
video  game  industry  that  will  pay  handsomely  in  the  next  two  to  three  years. 


Coleco' s  strategy  is  centered  on  the  following  product  moves: 

1)  The  ColecoVisipn  game  console,  retail  priced  at  under  $200.  which  initially 
Dlavs  only  Coleco-manufactured  cartridges.  An  Atari  VCS -compatible 
Shich  has  recently  been  marketed  separately,  is  presently  under  suit  from 
Atari  Other  expansion  modules  are  expected  in  1983,  including  a 

VevbMrd  and  possibly  a  Mattel  Intellivision  adapter.  The  Coleco\  ision 
Ts  being  marketed  with  a  free  cartridge,  the  well  adapted  hit  area  e  gar, 
"Donkey  Kong,"  licensed  from  Nintendo. 

from  Sega  —  Zaxxon. 

"Smurfs." 

.»  Sever., 

rr  .ucce.efu,  -Donkey  Kong"). 
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4  r«ibCevSe  agreement  with  CBS  beginning  in  1983.  CBS  will  distribute 
,  .°ief°]l  lon ,and  cartridges  worldwide  (through  Gabriel  Dlviaion,  the  former 
ea  oys  International,  and  CBS  Records  International)  except  in  Canada, 
where  Lcdeco  itself  is  quite  strong,  and  Japan,  where  Coleco  has  distribution 
through  Sega  of  Japan  (and  a  quid  pro  quo  right-of-first-refusal  for  Segs's 
exciting  line  of  arcade  games).  In  return.  CBS  has  granted  Coleco  the  right  to 
sublicense  games  for  its  ColecoVision  that  are  developed  by  Bally  and  licensed 
by  CBS. 


If  this  ambitious  smorgasbord  of  video  game  options  all  pans  out,  Coleco  stands 
to  be  the  true  darkhorse  winner.  On  the  strength  of  its  versatility,  attractive 
price  and  good  licenses,  ColecoVision  could  take  second  place  in  the  new  console 
market  by  1983,  with  up  to  a  17%  market  share.  Our  forecast  anticipates  that 
Coleco*  s  total  vjdeo  game  revenues  will  rise  to  over  $500  million  in  1983,  triple 
its  entire  revenue  base  of  1981.  And  its  ties  with  CBS  give  it  very  strong 
prospects  in  the  emerging  international  market. 

However,  there  are  some  risks  in  the  outlook.  First,  there  is  the  question  of 
whether  Coleco’ s  VCS -compatible  module  can  survive  Atari’s  lawsuit.  If  it  cannot 
many  potential  buyers  may  be  disenchanted  with  Coleco' s  misleading  advertising. 
Some  portion  of  anticipated  1983  ColecoVision  sales  could  be  vulnerable  if  such  a 
product  maneuver  fails.  Another  question  concerns  Coleco' s  ability  to  snag  more 
top  arcade  game  licenses.  One  present  licensing  source,  Sega,  has  indicated  it  may 
want  to  market  its  own  arcade  game  conversions.  A  third  issue,  in  light  of  some 
early  quality  control  problems,  is  whether  the  company  can  adequately  manufacture 
1. 5-2.0  million  ColecoVision  units  in  1983.  Finally  ev*n  .  8°*®  *e  • 

is  the  question  of  what  Coleco  can  do  next  to  top  its  ColecoVision.  the  earnings 
from  which  will  likely  peak  in  1983.  (The  company  has  indicated  its  intention  to 
expand  the  ColecoVision  into  the  home  computer  market.) 

Town  is  a  lone-time  manufacturer  of  children’s  toys  and  outdoor  swimming 

"  »N.>  whrr.;.Ws « —  h*ve  — 

things  working  in  its  favor: 


1) 


2) 


3) 


,u  earlier  «perienee  in  ^ 

high- volume  microelectronics  manurtcl  p  0_c<dled  table-top  arcade  games 

inventory  balancing.  Colec  ten-month  production  cycle  —  has  been 

--  a  2.7  million  unit  volume  o  *  Bhort -lived  market  opportunity  at 

a  highly  successful  examp e  j  reestablished  the  company’s  credibility  with 
minimal  inventory  risk.  ^uUe^s  in  terms  of  delivering  in  the  electronics 
both  consumers  ana  re 
marketplace.) 

Coleco  managed  to  capture  s0™0^ 

SMSES  £rSj£J--«5  • beK"  PM,u°n 

1 r.  ,ov “nh 

the  largest  toy  accounts  ensun  s 
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indications  look  ^favorable'0  th*  fore*oinK  questions  conclusively,  earlv 

ColecoVision  units  between Au cruft  .nS  t0  ,hip  to  excess  of  V500  0T0 

•ome  early  shipment  nmhlc  A  r  !"d  December-  100.000+  units  per  month.  If 
it  aeems  likely  that  dumber  eo^lrf1*^  re8olved’  ,nd  further  commitments  are  made 
units  in  1983.*  00  d  be  lncr«®sed  to  150,000  a  month  or  1.8  million 

had  ^Uie^°w  here  withal  c,pabUity‘  the  company  has  indicated  that  it 

months  of  1982  h  produce  between  5  and  10  million  units  in  the  last  six 

companies  fased  up°n  the  aimpUcity  of  manufacture,  and  the  experience  of 

Imagic)  there  shoulcThf  °  CC°  "tl?  h8ve  produced  #t  comparable  volume  (Activision 
is  off  to  I  bf  pr?blem  increasing  that  amount  by  501  in  1983.  Coleco 

in  this  market  E  6lSrt'  and  it  should  continue  to  build  its  competitive  presence 

Other  Systems 

Vectrex  (General  Consumer  Electronics /Milton  Bradley) 

The  most  interesting  upstart  in  the  hardware  business  is  the  unique,  truly 
arcede-like  system  developed  by  GCE,  that  is  now  receiving  capital  infusion  and 
marketing/distribution  support  from  Milton  Bradley. 

The  Vectrex  adapts  vectron  technology  (essentially,  an  X-Y  graphic  display  that 
permits  omnidirectional,  fine-line  resolution)  into  a  built-in  monitor,  therebv 
freeing  the  game  from  the  television  set.  Unlike  the  hand-held  table  top  arcade 
games,  this  is  a  programmable  system  of  greater  sophistication  and  has  a  very 
responsive  joystick  and  an  arcade-like  panel  of  buttons.  Like  the  ColecoVision,  it 
can  also  accommodate  a  keyboard  console  for  persona)  computer  upgrading.  The  game 
cartridges  themselves,  including  one  resident,  are  excellent  copies  of  popular 
games  as  well  as  licensed  titles. 

As  a  differentiated  product  at  a  higher  end  price  ($199-$229),  the  Vectrex  has 
clear  potential  in  (a)  the  trade-up  market  from  the  VCS,  (b)  as  a  second  unit  in 
the  home  (with  portability  potential),  and  (c)  non-U. S.  markets  that  charac¬ 
teristically  have  fewer  T.V.  sets. 

In  its  present  form,  the  Vectrex  is  hampered  by  a  email  (9"  diagonal)  screen 
that  is  black-and-white  only  (plastic  color  overlays  are  provided  for  each  separate 
game).  In  addition,  the  graphics,  while  crisp,  are  two-dimensional,  lacking  the 
depth  and  colorful  backgrounds  of  other  games. 

If  Milton  Bradley  can  develop  a  larger  color  ecreen  and  a  software  library  of 
eames  that  could  appeal  to  more  than  the  hard-core  ereader,  it  could  have  a  real 
winner  --a  prospect  reflected  in  our  forecast  of  a  101-12%  share  of  new  game  umts 

in  1984. 

(North  America  Philips  -  Maanavox):  The  Lost  Opportunity 

_  w  -  t ._tiv  heen  in  the  right  place  at  the  wrong  time;  it  has  had 

Odyssey  has  cons's!*r*V*“"”elro n  the  market  since  1972  but  could  never 
a  game  system  in  one  >  vantage.  The  current  version,  Odyssey2,  has  crept 

2ton'«  -bout* •  .i»«  i«.  introduction  ft.  »».:  I«  *»•»»«■ 

base8at  year-end  1982  exceeded  one  million  units. 
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T7  cr*  *nd  “  posf- 

tegy  and  .dventare  games.  *  °f  involv'<1’  hi«her  Prtc‘d  «"• 

•tronc8Hr!«ilt  oft*n  innovative  »oftware.  the  game  ia  hindered  by  the  lack  of 
«8nd  by  erratlc  distribution  and  marketing  efforts.  At  the  same 
time,  it  has  a  large  enough  installed  base  to  attract  third-party  designers  like 
magiC',  a  prospect  that  could  Jeopardize  software  sales.  Odyssey  clearly  suffers 
irom  absentee  parentism"  in  terms  of  corporate  support  and  direction,  and  while 
opportunities  do  exist  for  it  (particularly,  with  its  keyboard,  as  a  step-up  com¬ 
puter),  we  doubt  that  Magnavox  will  seize  them.  Even  with  a  respectable  voice 
synthesizer  module  option  and  a  possible  Odyssey^  in  1983,  the  few  retailers  that 
carry  the  game  will  be  hard  pressed  to  hold  on  to  it  with  so  many  better  quality 
and  better  promoted  alternatives.  Ultimately,  it  will  lose  out  in  the  shelf  space 
squeeze. 

► 

Astrocade  (Nitron,  Inc.) 

Another  likely  shelf-space  victim  is  the  Astrocade  system,  developed  and  for¬ 
merly  owned  by  Bally.  Good  quality  arcade-like  graphics  play  through  a  console 
containing  a  distinctive  throttle-like  ioystick  controller,  a  calculator,  a  music 
synthesizer,  quasi-computer  capability,  and  three  undistinguished  resident  games  -- 
all  for  a  $250-$300  retail  price. 

As  with  the  Odyssey^,  this  game  lacks  any  compelling  cartridge  licenses  and 
will  be  hard  pressed  to  obtain  any,  since  the  company  lacks  the  necessary  capital 
to  expand  beyond  a  negligible  market  share.  (A  recent  cash  flow  squeeze  forced 
Astrocade' s  acquisition  by  its  largest  supplier  —  and  creditor  Nitron.  Inc.  of 
California.) 

From  a  product  positioning  standpoint,  the  game  system  is  stymied  by  several 
flaws: 

1)  It  is  too  high-priced  to  compete  at  the  low  end  against  the  VCS; 

2)  As  a  bridge  product,  straddling  the  personal  computer  market,  it  faces  much 
heavier  "retailer  support  provided  for  the  VIC-20  and  T!  99/4A; 

3)  It  lacks  the  graphic  excellence  and  basic  sex  appeal  to  compete  in  the  high  end 
against  the  5200  or  the  ColecoVision. 

While  the  market  strategy  of  its  new  owner  is  unclear.  Astrocade' s  prospects 
appear  extremely  limited. 

Arcadia  2001  (Emerson  Radiol 

.  „ntrv  Emerson  appears  to  be  employing  a  low-yield 
An  eleventh-hour  ^aibilitv  Snd  retailer  support  for  its  core 

video  game  strategy  to  h  p  Arcadia  2001  is  a  cut-rate  InteUivision  copv. 

radio  and  T.V.  businesses.  The  Ar«  ^  8porte  games.  At  a  retail  pnce  of 
marketed  with  a  score  of  den  8  .  ou.P«25  it’s  hard  to  imagine  how  the  game  can 
$99.95.  and  cartridge  P"ceS.j‘e  8  high  (25%-40%)  retailer  margin  is  assured  in  the 

make  any  money.  esPecl8^  advertising  by  the  company, 
absence  of  heavy  consumer  adverus  g 
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Pricing,  and^the  Emerson"  n  L? ^  UCt  #ppea]  should  prove  more  •uecessful  th 

even  «*«•»  *«.  .uic,"rPVn7-:,;“.h,ve  -"*»«  •  -snte 

Software-Only  Supply 

of  the  game  T^fis^rend^iU0*^86!^  hfrdware  ,ttles  «  the  Orgeat  aegment 

begin  declining  in  1984-  we  exnect  I™  *°Cel*r#te  #s  ,aleB  of  new  domestic  consoles 

•bout  15%  per  year  through  1986.  rwcMng  £ .  f ‘5So“ta tit  '° 

higher  margins  and  the°relatfve  easV'f  ,hls  ..gment,  reflecting  considerablv 
cartridge  business  will  nrevent  the  t  f  *n}T^'  However,  the  dynamics  of  the  game 
Specifically:  bloodbath  predicted  by  some  observers. 

1}  aiderable^talent* to°deviRi'^  Product-  but  a  creative  property  that  requires  con- 
tions  as  an  effeotivf  If  and  fro£r*nu  The  ertistic  component  of  a  game  func- 

iidudJd)  iho  mlaM  „.K,rn-r  0,,ny  herd  ware  or  chip  makers  (the  Japanese 
o  might  otherwise  be  capable  of  lower  cost  manufacturing. 

2)  ^h8  thC  hcen,se  route*  there  are  limited  sources  from  which  to  adapt  game®  — 
perhaps  several  dozen  major  arcade  games,  films,  and  T.V.  aeries.  While  origi- 

I™,.8  d°.have  a  significant  market  niche,  pre-sold  licenses  appear  to  be 
increasing  in  importance  to  consumers. 

3)  The  additive  base  of  game  systems  and  personal  computers  is  large  enough  to 
support  successful  segmentation  strategies. 

•h 

Two  companies  that  epitomize  the  opportunities  in  segmentation  positioning  are 
Activision  and  Imagic. 

Activision  (Privately  Held) 

The  most  successful  of  the  software-only  suppliers.  Activision  shipped  in 
excess  of  4  million  VCS -compatible  cartridges  in  1981,  and  mav  well  have  doubled 
that  number  in  1982.  This  design  firm  has  demonstrated  a  skillful  imagination 
creating  games  that  combine  challenge  with  excellent  graphics  and  unique  wittv 
story  lines.  Equally  impressive  is  Activision’s  breadth  of  product  success  —  of 
16  marketed  cartridges,  12  have  sold  s  half-million  units  or  more,  and  one-half  of 
the  10  million  domestic  VCS  systems  have  at  least  one  Activision  game.  In  addi¬ 
tion.  Activision  was  the  first  software  manufacturer  to  recognize  the  promotion¬ 
intensive  "hit”  element  within  the  design  ranks  of  the  business  itself,  promoting 
the  talent  behind  a  game  along  with  the  title  itself. 

On  the  strength  of  its  game  design  and  marketing  abilities.  Activision  should 
hold  on  to  a  healthy  12%  of  the  cartridge  market  over  the  forecast  period.  Product 
line  extension  into  In  television-compatible  cartridges,  as  well  as  personal  com- 
nuter  cames  will  add  to  its  growth,  though  these  markets  have  not  yet  been  pursued 
aggressively’.  The  only  real  question  is  whether  Activision's  total  reliance  upon 
original  games,  instead  of  presold  licenses,  will  limit  its  upside  potential.  The 
InLer  should  become  more  evident  after  the  Chnstmas  wiling  season. 
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I  magic 


of  gome8 a Migrant " with '  d* ,i n otll?  Z‘enl[  *"*n'i°n  *6  °n«  of  the  most  Innov.tive 
lr.Zrtrid**  idioms.  Unit  volume  for  K*mes  th#t  K°  weU  beyond  fami- 

cartridges.  and  1983  volume  could  be  twice  th/t  *xpected  ,\°  h*v«  reached  4  million 
charges  that  Imagic’s  best  aellinl  e.!tl  j!!  figure*  (A  recent  ^wault  by  Atari 
licensed  by  Atari,  Centuri’s  "Phoenix  At^ck* "  infringes  upon  a  game 

jeopardize  our  forecasts  for  Imagic’s  unit  shipme^LT  "*  *XpCCted  l°  aerious]y 

million  shares)*'  Imae^^rinlJs  ®0fmpan\  to  K°  public  (an  early  1983  offering  of  2.7 
potential  of  the  cartridge  bEusine<^US  t°  b°!I1-  the  ri8ka  and  the  Phenomenal  upside 
Imagic  has  declared  its  indent  7°  mitlgate  the  voUtility  ^ent  somewhat, 

aggressively Wili!  «  Z  empl°V  "eW  capital  for  Sensing  titles,  and  is 
400/800,  Texas  Instruments’  °ffenngs  for  personal  computers  (Atari’s 

In telli vision  .nH  nl  19/4A*  Commodore,s  VIC-20)  as  well  as  the  VCS. 
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rites  over  the  prior  two^ears  Jj?  g*m4es'  whlch  h#d  experienced  doubling  growth 

revenues  advanced  a  mere  Btand8ti11  in  1982>  ■■  "..nuf.cturers’ 

saturation  and  producer  shakeAut  *Jl*°  biUlon*  Clouded  by  prospects  of  market 

jected  at  a  modest  7%-9%  anitallv  '  with  w*1*  growth  over  the  Precast  period  is  pro- 

t  annually,  with  revenue  reaching  $1.4  billion  in  1986. 

The  near-term  industry  outlook  is  particularly  troublesome: 

locations  *xpectationB  overall  are  for  a  very  weak  1983,  as  excess 

inventory  oversupply  are  wrung  out  of  the  pipeline; 

""  d eve lonmp nt a^oc «C Ul Si°n  haS  *6calated  the  risk  fetors  the  new  game 
•  p  1  costs,  leaving  smaller  manufacturers  very  vulnerable; 

“  Knock -of  fs^ernat*°na^  8aleS  haVC  bCen  har<J  hit  by  manufactured 


Flattening  demand  has  exerted  margin  pressure  at  all  levels 

.  .  °J?Cl  beyond  a  transitional  year  in  1983,  however,  an  appreciably  streamlined 
end  market  is  expected  to  emerge  which,  together  with  exciting  new  game  tech¬ 
nologies  should  revive  demand  growth  and  offer  opportunities  for  margin  expansion. 


Demand  Determinants 


Coin  game  demand  is  essentially  a  function  of  the  total  number  of  games  in 
locations  times  the  rate  of  unit  turnover.  Of  the  two  variables  new  location 
growth  is  considered  the  more  important,  since  it  defines  the  scope  of  the  long¬ 
term  market  (rather  than  its  6hort-term  volatility). 

Trends  in  New  Location  Growth 


The  outlook  for  coin  game  location  expansion  is  not  especially  promising.  A 
shift  in  location  mix  away  from  arcades  appears  likely  to  continue,  with  specific 
new  unit  possibilities  emerging  in  the  fast  food  restaurant  chains,  but  overall 
unit  numbers  are  expected  to  be  flat  throughout  the  forecast  period. 


The  growth  of  new  primary  game  locations  (principally  arcades)  peaked  in  1982, 
at  about  10,000  (see  Table  21);  a  gradual  retrenchment  to  a  considerably  lower 
level  about  7,500,  is  expected  by  1986,  reflecting  several  factors: 


1)  The  headlong  growth  of  both  arcade  and  street  locations  in  the  past  two  years 
has  eroded  coin  drops  (revenue  per  machine),  which  have  declined  by  15%-20%  on 
average  in  1982. 


2) 


The  scarcity 
(especially  new 
possibilities. 


and  escalating  costs  of  vet  untapped  high-traffic  locations 
shopping  mall6)  have  severely  dampened  further  arcade  expansion 
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Potential  Street  Locations 

Food- He  la  ted  Establishments 


Chain /Franchise  Outlets 

Others  (ind.  convenience 
stores,  crocenes.  bars) 

•0.0 

325.0 

43.5 

350.0 

Subtotal 

TTsTn* 

413.5 

Recreation- related 

Movie  theaters 

Bowlins  Centers 

Others' 

Subtotal 

14.0 

9.0 

175.0 

106.0 

13.7 

1.6 

100.0 

202.5 

Service- related  i  Ifosc. 

Airports.  Rail  s  bus  Depots 
Hotels.  Motels 

Gas  stations 

Others2 

Subtotal 

35.0 

70.0 

156.0 

200.0 

463.0 

35.0 

72.0 

152.0 

225.0 
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Total  Potential  Street  Locations 

•16.0 
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Estimated  1  Penetration 

Total  Street  Locations 
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201 

■ISO 
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3) 


Persistent  legislative  efforts,  at 
resulted  in  higher  licensing  fees, 
bans. 


the  local  level, 
increased  taxes , 


to  curb  arcades  have 
and  sporadic  community 


4) 


*  ‘ ’H  t.  r  *rca^e  operators  who  entered  the  business  at  its  peak  have  suf- 

consumer  recession  on  insufficient  capital, 
f  r  ^  extremely  heavy  financing  burdens.  As  some  of  these  operators  are 

xorceo  trom  the  market,  consolidation  will  likely  take  place  among  the  largest 
operators  (such  as  Bally)  who  can  spread  purchasing,  maintenance,  and  game 
rotation  costs  over  many  operating  sites. 


5)  A  lower  number  of  games  per  arcade  is  also  likely,  since  incremental  unit 

returns  in  highly  concentrated  locations  are  frequently  marginal. 

The  decline  in  arcade  locations  will  probably  be  offset  over  the  near  term  by 
the  increased  penetration  of  the  far  larger  base  of  potential  "street"  locations, 
estimated  at  over  1.1  million  in  1982  (Table  21).  Thi6  expansion  should  receive  a 
major  boost  from  the  acceptance  of  games  by  certain  major  fast  food  chains, 
believed  imminent  in  1983,  and  could  reach  a  301  penetration  level.  However,  even 
the  addition  of  fast  food  chains  is  not  expected  to  lead  back  to  the  explosive  new 
game  demand  growth  witnessed  in  1980  and  1981: 


1)  Of  the  70,000  franchised  chain  restaurants  in  the  U.S.,  some  5,000-10,000 
already  have  games  on  location  (mainly  in  pizza  restaurants).  Even  an  opti¬ 
mistic  50%  penetration  of  the  remaining  60,000-65,000  restaurants,  at  an 
average  of  two  game  machines  each,  would  represent  only  about  a  131  increase  in 
total  industry  unit  output  in  1983.  Moreover,  rapid  penetration  growth  of  fast 
food  chains  would  put  additional  pressure*  on  existing  marginal  street  loca¬ 
tions.  a  reflection  of  the  market's  current  saturation. 


2)  On  a  total  location  basis,  arcades  have  proven  to  be  far  more  profitable  than 
street  locations,  because  of  (a)  higher  unit  concentration  (50  or  more  games 
Der  arcade  versus  two  or  three  at  most  street  locations),  and  (b)  full  reten¬ 
tion  of  a  same's  revenue  by  the  arcade  operator,  versus  a  50-50%  split  between 
the  street  operator  and  the  owner  of  the  street  location  (bar.  restaurant, 
etc  )  When  arcades  proliferated  in  1980  and  1981.  they  ignited  tremendous  new 
came " demand.  But  as  atreet  locations  gain  market  share,  their  lower  return 
rates  will  moderate  the  purchasing  rates  of  new  games. 

,  Operators  encountered  intense  margin  pressures  in  1982.  as  the 

3>  costs  and  lower  revenues  was  aggravated  by: 

.  v,  in  the  depreciation  schedule  for  personal  property  used  as  business 

•>  :q^:rn,,n<.ikeedce.Prs  or  coin  games,  from  3  years  to  3  years,  reducing 
allowable  annual  writedowns  by  40%.  and 

b)  the  dissolution  of  a  resale  m.rk.t  for  coin  games,  precipitated  by  the  over- 
supply* 
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tjnue  “for  V  f0r,h'omin*  •»  »»»  «d  beyond,  .e  open., or,  eon- 

. TAdual ^  *rVenUe  8pUtS  Wlth  location  owners  -  «*  anticipate 
in  1983.  and  to  65%-35%  by  19 M*™*0*' 5  revenue  Patl°*  t0  551-451  (on  average) 

Trends  in  Game  Turnover 

TU™°vep  is  dete™iined  by  a  game’s  earning  "life,"  since  video  games  (like 
1  their  peak  soon  after  launch  and  decline  ateadily  thereafter.  The 
increased  competition  in  1982  (from  new  game  titles  and  a  record-setting  motion 
picture  season)  reduced  the  earning  life  of  an  average  video  game  from  40  weeks  to 
about  28,  and  to  below  operators'  breakeven  points  in  many  cases,  as  Table  25  indi¬ 
cates.  (Actual  useful  life  estimates  are  complicated  by  the  fact  that  most  opera¬ 
tors  rotate  slower  earning  games  to  different  locations  rather  than  trade  them  in.) 

One  perspective  on  the  issue  of  game  turnover  may  be  derived  from  the  histori¬ 
cal  ratio  of  new  unit  shipments  to  games  on  location,  as  a  measure  of  apparent 
scrappage.  (To  simplify  we  assume  that  the  annual  sum  of  actual  scrapped  games 
and  exported  games  --  perhaps  20%  of  total  units  —  are  approximately  offset  by 
illegally  produced  knock-offs  that  enter  the  domestic  market.)  Since  a  fairly  high 
rate  of  new  games  per  game  location  is  necessary  to  insure  the  operators'  con¬ 
tinuing  profits  the  rate  of  total  base  turnover  also  becomes  significant. 


TABLE  26 

Total  Base  Turnover  and  Apparent  Scrappage  Rates 


1980 


Domestic  Coin-Operated  Game  Market 
(in  000' s.  except  percentages) 


1981 


1982E 


1983E 


1986E 


Game  Shipments 

232 

486 

480 

457 

520 

Games  in  Locations 

580 

1,005 

1.220 

1,256 

1.160 

Base  Turnover1  Bate 

40% 

48% 

39% 

36% 

45% 

Apparent  Scrappage2  Bate 

5% 

6% 

22% 

36% 

53% 

1  -  Defined  as  :  new  unit  shipments /total  games 

2  -  Defined  “  (new  uni.  shipments  -  growth 

tions. 

in  locations, 
in  locations) /total 

games  in 

Source:  Bernstein  estimates. 
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As  the  above  table  indir 

panied  by  only  slight  appaien?  location  8«>wth  in  1980  and  1981  was  accom- 

1^*^°"  t0  location-  earning  satisfactalJV*  essentially,  games  simply  moved  from 
slowdown  of  new  locations  exnArt/rf  !  ^  returns  as  they  went.  With  the  recer,; 
rate  will  grow  considerably,  sienifvinpCantiinUe:  however*  the  apparent  acrappage 
ncnrer  ( shipments- to-locationi  C*88,c  Paplaceinent  »«**•  Base  tur- 

45|  annually.  Deviations  f«2  \ "•“n!,hUe '  aee,ns  to  reach  ,n  optical  level  at 

growth,  (b)  in  1981  ca?ch.ur.ttemn  "“T**  00  ln  1980'  location 

•nd  (C)  in  1982.  a  recessions™  ??  man»factuperB  that  led  to  overproduction, 
new  locations  grew  an  estimated  tot  *  ifi*0*  h#t,  con6trained  unlt  outPut  even  as 
new  shipments,  is  anticipated  forVasf x */*"  #loWer  rate  of  turnover*  hence 

ioction,  r«,0«E  e^rnP;r,ofL?n8.U,tb..!"dU,)  ,,,ri,i°n  m*rein>'  *«* 

operator*  th/mselves  wm^dh^*8*^  turnover  Mte  iB  based  on  the  assumption  thet 
conflicting  factors  CUrrent  rates  of  invent°ry  changeover"  despite 

Tj!f  nC"  8ame  introductions  is  expected  to  remain  rapid  over  the  next 

anvimnrnifn*  u,0i? nu*a.ctuPers  scramble  for  market  share  in  a  flattening 
M  ?  WhUe  thlS  new  Prod001  Push  might  be  expected  to  generate  a 

Inilr  oUrn°r!r  rat€  (Smce  the  earnin8  P°wer  of  older  games  is  constantly 
under  competitive  pressure),  the  growing  costs  involved  in  purchasing  and 

maantaimng  video  games  (Table  25)  are  becoming  a  disincentive  to  operators 
who  might  otherwise  wish  to  churn  higher  yielding  games. 


Segmented  Growth  Potential 


Despite  the  sluggish  overall  environment  for  coin  games,  there  are  6 till  bright 

opportunities  that  may  favor  individual  manufacturers.  Specifically : 

1)  Rapid  penetration  of  fast-food  chain  restaurants  could  add  40,000-50,000  game 
machines  to  the  base  of  secondary  street  locations  in  1983  before  the  erosion 
of  marginal  locations  becomes  appreciable.  Of  particular  importance  is  the 
likelihood  that  such  chains  (Burger  King,  Wendy's,  etc.)  will  deal  directlv  and 
exclusively  with  a  6ingle  large  manufacturer,  providing  a  captive  incremental 
market  and  enhanced  brand  status  to  the  manufacturer's  games. 

2)  Promising  new  technologies,  such  as  3-D,  holography,  and  video  disk  integration 
are  being  explored  actively;  each  should  result  in  marketable  new  products 
during  1983.  (Sega  exhibited  prototypes  for  both  3-D  and  video  disk  coin  games 
at  the  operators'  exposition  in  November.) 

3)  The  "hit"  dimension  of  the  coin-operated  business,  while  inducing  high  risks, 
can  translate  into  an  enormous  profit  payoff  for  a  manufacturer.  Table  28 
illustrates  hypothetical  earnings  per  share  contributions  derived  from  a  50,000 
unit  game  with  incremental  licensing  royalties  from  the  home  cartridge  market. 
(Major  manufacturers  consider  20.000  units  of  a  game  to  be  successful;  50.000 
units  earns  "hit"  status.) 
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TABLE  27 

Largest  Sellinfe  Coin- Operated  Gaines 


Game 

Manufacturer 

Units 

Shipped 

Revenues 

Year 

(mil.) 

"Ms.  Pac-Man" 

b 

Bally* 

101.000 

$207.1 

1982 

"Pac-Man" 

Bally* 

96.000 

192.9 

1981 

"Donkey  Kong" 

Nintendo 

80.000 

152.0 

1981-2 

"Space  Invaders" 

Bally** 

70,000 

120.0 

1979 

"Asteroids" 

Atari 

70,000 

129.5 

1980 

"Defender" 

Williams 

55,000 

110.0 

1981 

"Centipede" 

Atari 

50,000 

95.0 

1981 

"Gaiaxian" 

Bally* 

45,000 

* 

83.2 

1980 

-<* 

•  -  Licensed  from 
**  -  Licensed  from 

Namco  Company. 
Taito  Company. 

Source:  Bernstein 

estimates. 
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TABLE  28 

Earnings  Potential  ©f 


a 


"Hit**  Game  -  1982 


Rev#nue/Unit 
Revanuts  (mil.) 
Margin 

Earnings  (mil.) 

Net  of  Tax 
< 46%>  (mil.) 


Units 

Shipped 

50,000 
$  2,100 
t  105.0 
30% 
$  31.5 


$  17.0 


Licensed 

Per  Share 

Cartridges 

Contribution  2 

5.0  mill. 

$  1.121 

Warner^  =  $0.56 

$  5.6 

Bally  =  $0.66 

100% 

$  5.6 

Williams  =  $2.67 

$  3.0  = 

$20.0 

1  -  Assumes  7%  rovalty  on  wholesale  price  of  $16. 

Coin-op  earnings  and  royalty  income  may  not  coincide  due  to  time  lag 
from  cartridge  development  and  sales. 

3  -  In  Warner's  case,  per  share  earning6  contributions  are  derived  from  both 
the  coin-operated  game  ($0.26)  and  the  cartridge  revenues  ($0.30), 
assuming  a  45%  cartridge  margin. 


Source:  Bernstein  estimates. 


(3/584A ) 


Trends  in  Pricing  and  Margins 

Coin  game  prices  and  margins  tend  to  be  uniform  for  major  manufacturers  and 
both  experienced  pressure  from  weak  demand  in  1982.  Margins  typicallv  in  the 
30-35%  range  slid  2  or  3  percentage  points  for  Bally  (with  weakness  in  its  pinball 
business),  perhaps  6  points  for  Atari's  coin  op  division,  and  much  more  for 
smaller,  troubled  game  makers.  Further  declines  are  expected  even  after  a  shakeout 
period  in  1983,  dropping  margins  to  about  25%  by  1986,  as  the  modest  growth  of  new 
unit  demand  inhibits  pricing  flexibility.  However,  much  of  that  margin  loss  mav  be 
recouped  through  licensing  royalties  to  home  cartridge  manufacturers,  a  growth 
market  expected  to  remain  intense  throughout  the  forecast  period. 


The  manufacture  of  coin  games  is  a  higher  fixed-cost  business  than  the  consumer 
came  segment;  the  bulk  of  component  expenses  is  represented  by  the  multichip, 
integrated  circuit  boards  and  display  monitors  which  electronically  manipulate  and 
^mmiiniefcte  the  game  plev  (see  Table  29).  While  standard  memory  chip  costs  will 
Tnioondu'or  industry  decline  curves  of  10*-15t  per  veer,  other  f.c.ors 
will  act  to  restrain  margins.  Specifically: 

order  Quantities.  Games  are  not  built  for  inventory,  but  are  scheduled 
Limited  ord  q  d.stributors  place  orders  for  them.  Since  a  single  game  s 

Production  run  is  unpredictable,  and  many  game  parts  are  not  interchangeable, 
produ  npnt  orders  which  would  otherwise  cut  variable  unit  cost? 

large- volume  component  od^  on  ,  game.  for  a  major  manufacturer.  is 

“"X  b5e  “o-V.000  un»  r.nge:  .teller  comp.nies  »i.h  li.tl,  overhead  c.n 
opeete  volumes  of  1 .00(1-2.000.) 


1) 
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TABLE  29 

_.ypical  Component  Cost  Breakdown  for  Coin-Operated  Video  Game 


Component 

t  of  Sale 

Price/Cost 

Price 

Factory  Price 

$2,100 

100% 

1  Production  Costs 

Raw  Materials 

-  TV  Monitor 

275 

13 

-  Printed  Circuit 

Board(s)  with  Memory  Chips 

400 

19 

*  Controls,  Coin  Mechanism 

75 

4 

-  Woodwork  k  Harnessing 

150 

7 

-  Other 

150 

7 

Materials  Total 

1,050 

“50% 

II  Labor,  Overhead 

150 

7 

Direct  Costs 

1,200 

“57% 

Indirect  Costs: 

K 

RaD,  Engineering 

100 

_ 5% 

Total  (without  license  fee) 

1,300 

62% 

(with  6.5%  license  fee) 

1.450 

69% 

Operating  Profit  (without  license) 

$  800 

38% 

(with  license) 

$  650 

31% 

Note: 


Distributor  Fee 
purchase  costs. 


will  add  from 
putting  final 


Source:  Bernstein  estimates. 


$300  to  $750  per  game  to  operator' 6 
game  price  at  $2,400*2,850. 
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Kn  rnK  ,  „  TABLE  30 

- — Cffln-Operated  Games  Selling  20.000  Units  or  More 

By  Manufacturer 


1979  . 

1980 

1981 

1982 

1983E 

Bally 

1 

2 

3 

2 

4 

Atari 

0 

1 

3 

3 

3 

Sega/Gremlin 

0 

0 

0 

2 

3 

Williams 

0 

0 

1 

2 

2 

Nintendo 

0 

0 

1 

2 

2 

Other 

_0 

_0 

_0 

_0 

Total 

1 

3 

7 

9 

15 

Source:  Bernstein 

estimates. 
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~hig"h»r  f1  ~  CUS  0nl  Parts‘  Component  costs  on  newer  game  technologies  are 
tors  tK**6  n°n  fuUy  Pa8se<1  *long  to  customers  (predominantly  distribu- 

„  ?n  8Cv  v°r  lease  to  operators).  Such  features  include  high¬ 
lit  ~CT,  «  H  Colort  X“Y  vector  scan  monitors,  additional  custom-designed 
grated  circuit  boards,  and  special  effects,  such  as  3-D  or  sound. 


Manufacturers  are  increasingly  pressured  to  sacrifice  traditional  margins  for 
market  share.  Bally,  for  example,  was  blessed  with  a  long-running  hit  in  "Ms. 
Pac  Man,"  which  probably  yielded  33-351  margins,  even  after  royalties  to  two 
developers  of  the  game  (Namco  and  a  private  design  firm).  But  on  its  newer 
multi-level  "Tron,"  additional  graphics  and  display  costs  reduced  unit  margins 
to  about  27%  --  still  healthy,  but  more  representative  of  the  returns  game 
manufacturers  can  expect  to  see  in  the  next  few  years. 


3)  Price  ceiling  at  operator  level.  The  revenue  squeeze  on  operators  had  a 
stifling  effect  on  new  game  prices,  aggravated  by  several  interrelated  factors: 


a)  Current  product  oversupply; 

b)  Widespread  availability  of  illegal  "knock-off"  games,  which  may  sell  for  as 
little  as  half  the  price  of  the  legitimate  game; 

c)  Limited,  but  growing,  use  of  convertible  kits,  which  substitute  new  circuit 
boards  or  stored  instructions  into  older  games; 


d)  The  near  collapse  of  the  resale  market  for  used  games; 


e)  A  1982  tax  law  change,  which  lengthens  the  depreciable  life  of  personal  pro¬ 
perty  used  for  business  purposes  (e.g.,  coin-operated  games)  from  3  years  to 

5  years; 


f)  Growth  of  the  home  game  installed  base.  (While  this  f^tor  is  ^n  ft  wW 
to  seriously  jeopardize  the  coin-op  market,  even  ln  the  long  run.  it  will 
orobably  constrain  a  coin  drop  increase  from  the  standard  259  to  509  much 
as  television  may  have  limited  otherwise  steeper  movie  admission  prices.) 

_  offer  manufacturers  the  opportunity  for  higher  pricing, 

New  game  technolog  assured  adequate  returns  through  higher  per-plav 

as  long  as  game  opera  research  costs  and  prototype  development  of  such 

revenues-  In  the  near  than  the  forecast  21-3%  in  1983.  However. 

marketable  p^‘c“  .“tries  Si.  In  «...  y«.r  «y  b.gin  providing  m.rgin  relief  to 

accommodate  those  expenditures. 


In  Coin-f*awlp 

,  ♦  ~,.c  are  actively  engaged  in  research  aimed  at  enhancing 

Major  game  manufactu  -  .  Df  game.  Such  efforts  typify 

realism  and  interactive  which  have  developed  from  the  small  stick- 

the  10-year  history  ?*  ®£_and- white  monitors  that  supplanted  pinball  .Jan,es  *"  J” 
figure  emissions  on  blft^  today’s  large  color  screen  displays  of  vividly  animate  . 
ditional  arcade  spots, 

multi-background  stones. 


The  realities  of  the  on* 

return  to  the  operators,  M  ”  Which  requ,Pea  both  •  rate  of 

the  direction  of  game  innovation  To  con#u?er  *PPeft]  "  he#vUy  influence 

novation.  To  this  end,  manufacturers  seek  to: 

P  e  operator  revenue  through  higher  coin  drops,  or 

by^ providirxEViessbcoBUvUCin8  maintenanc€  expenses  and  mechanical  failures,  or 
j  ^roviaing  less  costly  game  conversion  possibilities. 

been^thraV^th.?  l**'  h*Ve  prOVen  most  dependable  in  the  marketplace  have 

level  °f  r<peat  play  8  motion  picture 

or  fanta^v  fast,.rate  of  Puyer  turnover.  Thus,  drawn  out  strategy 

that  such5**  0,'ild  "0t  bkely  aPPeal  to  an  operator  unless  he  were  assured 

tain  onirir  g  mf  e?u  d  command  consistently  higher  revenue.  In  the  current  uncer¬ 
tain  environment,  few  operators  are  likely  to  experiment. 

The  major  areas  of  present  new  game  research  are: 


J-nbsnced  graphics  resolution  —  The  dazzling  effects  of  coin  video  games  are  a 
function  of  (a)  high-resolution  display  monitors,  and  (b)  sufficient  stored 
memory  to  create  varied  and  changing  visual  fields.  Newer  games  contain  moni¬ 
tors  with  four  tiroes  the  pixel  power  of  a  standard  television  set,  producing 
crisp  multi  -colored  graphics  effects.  We  expect  continuing  advances  in  monitor 
resolution,  slowed  only  by  rising  development  costs,  until  near  photo-realism 
is  achieved.  Memory  storage  i6  similarly  improving,  and  at  probablv  more 
attractive  price/performance  efficiency  trends  than  pixel  power.  Most  coin 
games  are  powered  by  24K-36K  ROM  memory,  fed  into  8-bit  microprocessor-based 
logic  boards.  The  next  generation  of  games,  including  16-bit  and  even  32-pit 
chips,  is  considered  close  at  hand  by  many  industry  observers,  and  64K  ROM 
games  are  already  beginning  to  appear  on  the  market. 


2)  3-D  and  holographic  imagery  —  Manufacturers  are  also  exploring  wavs  to  create 

3-dimensional  visual  effects.  Sega's  "SubRoc  3-D,"  which  began  shipping  in 
October  1982,  contains  a  special  periscope  lens  that  gives  battlefields  e 
3-dimension  sensation,  and  Stern’s  "Dark  Planet"  creates  a  unique  spatial 
dimension  in  its  lunar-like  landscape.  Other  manufacturers  are  collaborating 
with  computer  design /special  effects  creators  to  develop  6olid  object  imagery 
which  should  begin  appearing  in  coin  games  in  1983.  The  use  of  optical  video 
disks  i6  beginning  to  emerge  also  as  a  means  of  enhancing  visual  plav  fields 
(such  as  Sega's  prototype,  "Astron  Beam"). 


Holographic  images  are  created  when  a  laser  light  beam  is  split  between  an 
illuminated  object  and  a  receptor  film  plate,  setting  up  a  combined  light  pat- 
t*r^hat  constitutes  a  ghost-like  S-dimensional  effect.  This  technology  is 
available  today  and  is  expected  to  become  more  commonly  utilized  as  an  enhan¬ 
cement  to  amusement  games. 

factors  for  3-D/holographic  imagery  represent  perhaps  251-351  increments 

Cost  costs-  video  disk  implementation  would  be  appreciably  more, 

over  current  game  costs,  via  gUnd£rd  e>  The  rea]  question  is 

probably  do“b  ent#  win  increase  play  sufficiently  to  justify  the  higher 

««•  '"“ii  p‘>,'"ti*"y 

higher  maintenance  burdens  to  the  operators. 
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3)  Voice  synthesis /voice  recognition  --  Voice  aynthesia,  by  far  the  aimpler  tech¬ 
nology,  is  appearing  this  fall  in  two  home  game  ayatems  Mattel's  and 
Odyasey's,  and  will  also  be  showing  up  in  arcade  games.  ROM  chips  that  store 
messages  are  accompanied  by  others  that  convert  digital  impulses  to  audio  and 
also  amplify  sound.  In  all  likelihood,  voice  synthesis,  in  the  form  of  more 
powerful  chip  configurations,  will  be  commonplace  in  games  in  1983,  but  is  not 
likely  to  play  more  than  a  supporting  role  in  future  video  games. 

A  more  advanced  technology  is  voice  recognition  in  which  voice  patterns  and 
limited  vocabularies  can  be  computer-programmed  and  built  into  chips  for 
"recognition"  and  command  execution.  Primarily  utilized  now  for  workplace  pro¬ 
ductivity  improvements,  voice  recognition  will  be  tested  in  1983  in  coin  games 
that  will  allow  players  to  issue  commands  to  the  game.  A  low-performance, 
limited  vocabulary  system  of  this  sort  might  add  only  $50-$75  in  additional 
design  and  chip  costs  (on  a  high-volume  basis),  a  level  well  within  reach  of 
manufacturers  today. 

4)  Motion  simulation  —  Several  manufacturers  are  known  to  be  exploring  means  to 
superimpose  the  sensation  of  movement  onto  their  games.  Atari  has  been  in 
discussion  with  Evans  and  Sutherland,  a  Utah-based  designer  of  flight  simula¬ 
tors  and  graphic  displays  for  computer-aided  design  and  manufacturing  (CAD/ 
CAM)  systems.  (Nolan  Bushnell.  founder  of  Atari  and  a  former  student  of  Dave 
Evans,  is  also  exploring  such  technology  for  enhanced  simulation  games.  His 
non-compete  clause  with  Atari  ends  in  October  1983.) 

The  problem  with  high-level  simulation,  at  this  stage,  is  cost.  A  flight  simu 
la  tor .  typically  custom-built  for  a  commercial  aircraft  designer,  might  contain 

mindu«ry°r.ourcese  ^re>edwbtful>Cth.t',1theret'wUl  'b^wdor^market 

£ltries  emplotfng highly  sophist, e.ted  simulation  technology  before  1985;  even 
entries  employing  »1  r,  b  d  the  meens  of  the  typical  operator,  and 

,Een;.nuf.c?urer  may  elec?  to  integrate  them  into  larger  family  amu.ement  een- 

ters. 

Long-Term  Directions 

..  in  which  coin  games  evolve  will  likelv  be  influenced 

Ultimately  the  direction  ^  memory  storage.  #nd  developrnentB  in  such 

?i?,dr.sBVo^:  ^pufer-aitfed  design  and  artificial  intelhgence. 

„  is  also  likely  th.t  7"  ^ ~'°»oZ 
their  evolution  •cc,ordlf"|ht°be  naturally  suited  to  a  hit  movie  video  disk  replica- 
theaters.  for  example  might  be  ns  instaH  a  flight  simulation  game,  complete 

!?on  «hile  an  airport  »«*'*«  ‘“““J l°  ““a,' ‘be  interesting  to  observe  Bally;  s 
Jith'  a  ait-in  cockpit-  On  this  context,  nm  trom  D.ts  East,  in 

Cree  of  success  SS.*  »  «-U  «-•  * 

kssstwss k  P w—  — »■> 
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games  for  use  in  barber  shoos  o/f' ^  \ phy8lcal  requirements:  amalJer  portable 
tures  for  outdoor  use  or  inPn„Kn«  ®irPlane6:  K®mes  buUl  into  waJ]  struc- 
vending  machines.  With  « PtrJB  °r  deP°ts:  even  nini-^ames  built  into 

operated  g.me  growth  could'wi Ix^Tiur ,Z“V  *n<1  'fficiencj'-  coi"‘ 

% 

Competitive  Strategies  —  Coin-Operated  Video  Cam*  Market 


hurV-irtVo  I"?®*,  8  consistent  leader  in  this  market.  On  the  strength  of  its 

has  htf^^frtki,bl°£itbUSttrer  hitB’  "Pac_Man"  0981)  and  "Ms.  Pac-Man"  f  1982) ,  Bally 
•  Me  Sh8re  from  29%  in  1981  to  37%  in  1982*  Bally/Midwav’ s  video  game 

8  *2!?  estimated  at  $390  million  for  1982.  a  384  gain  over  the  1981  level,  and 

«f*£Pjn UCt.  Wm  contribute  sbout  $2.00  toward  anticipated  1982  per  share  earnings 
oi  *3.40.  In  the  static  market  projected  through  our  forecast  period.  Ballv's  size 
will  enable  it  to  develop  and  test  the  largest  number  of  new  game  titles;  it  con¬ 
tinues  to  hold  licensed  rights  to  the  most  powerful  franchise  property  in  the  video 
game  industry  "Pac  Man”  and  family,  which  can  generate  additional  spinoff  games 
(at  least  two  are  in  production  for  1983);  and  its  fully  integrated  manufacturing 
facility  should  ensure  its  position  as  the  industry's  low-cost  manufacturer,  pro¬ 
viding  the  greatest  hedge  in  a  declining  margin  business. 

Other  related  Bally  businesses  augment  Midway's  coin-operated  video  game 
prospects: 

a)  Distribution  --  Bally's  non-exdusive  distribution  operation  accounted  for 
nearly  $200  million  in  1982  revenues,  a  20%  increase  over  the  1981  level, 
and  approximately  8%  of  earnings.  More  significantly.  Bally  handles  about 
one-third  of  the  industry's  units,  and  is  in  a  position  to  exert  some 
influence  over  the  movement  of  Bally/Midway  products,  particularly  in  a 
sluggish  market. 

b)  Aladdin’s  Castles  --  Bally  is  the  largest  single  operator  of  video  game 
arcades  currently  numbering  about  400  in  45  states  and  representing  nearlv 
$100  million  in  1982  revenues.  Though  expansion  will  slow  considerably  from 
the  50%  annual  unit  growth  rate  experienced  in  the  past  three  years.  Bally 
appears  best  positioned  to  continue  building  share  in  the  troubled  arcade 
market  at  the  expense  of  smaller,  financially  pressed  operators.  This 
arcade* exposure  offers  several  attractive  extensions  of  Bally's  video  game 
manufacturing:  a  test  market  for  new  games;  broadly  distributed  sites  for 
?elocation  of6  slower  earning  games;  cross-promotion  with  B.llv' s  other 

amusement  center  business.  Six  Flags;  and  consumer  brand-building 
oDDortifnity  for  its  product  line  (including  pinballs).  While  the  market 
Slowdown  in  1982  eroded  the  traditionally  high  unit  operating  margins  of 
S0%  Bally’s  greater  efficiency  in  the  operation  of  arcades  should  enable  it 
?»  increase  its  earnings  contribution  from  this  srss.  even  in  .  fl.t  msrket. 
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can  begin  to  realize"^  afz^blT  MritirT"* °f  Mt  apcide  *ame8«  ®*Uy 
manufacturers  (see  Table  28)  tk?1"®8  flow  from  Ucanae8  to  home  game 

tially  in  1983,  as  CBS  Thl8  opportunity  should  increase  substan- 

(Commodore  .imSIrly^ nV.. ’*  “rlt‘U"*  ~«ridg«  ..  .  licen.ee  of  ES, 
*nd  it,  MAX  home  gome  system).  ^  for  its  VIC-20  personal' computer 

A tarT r^Un daTd^^a^d  *  re*eapch  to  *4me  technology  is  modest  by 

underscore  some  fundt!!?  heavy  reliance  upon  outside  licenses  may 
path  brine  tSSS^T^  Weakne8s  *"  this  area.  However,  one  research 
video  lottery  iir,OUO  *Ti.D'*y  prove  to  be  an  enormous  winner  for  Bally  -- 
sensitive  elthfSt*  CS*  T^e8€  electronlc  terminals,  interfaced  with  a  touch- 
Dublic  lotterv^h  *V  tUb*  “onitor  could  represent  a  new  generation  in  the 

^enUroJr*te  r?7S\¥!lth  h“g€  Pevenue  P^tial.  Public  lotteries 
in  l  Qfl?  0.i  A  in  17  states  and  accounted  for  approximately  $4.0  billion 

the  w«  g  •  r?me.n«  r®venues*  (Bally's  Scientific  Games  subsidiary  operates 

instant  °f%  tS,°8e  8tates  with  *n  approximate  85%  share  of  the 

instant  ticket  market.)  While  the  timing  of  this  market  evolution  is  uncer- 

'oJV  and  appreciable  earnings  contributions  are  not  anticipated  before 
.  •  Ba~y  8  experience  in  both  video  games  and  lotteries  would  certainly 
establish  it  as  the  company  to  watch  in  this  developing  situation. 


We  have  two  main  concerns  about  the  Bally  operations  discussed  above  (excluding 
its  Park  Place  casino).  The  first  is  Bally's  continual  reliance  upon  licensed  coin 
games,  which  could  constrain  margins  (due  to  royalty  fees)  even  more  than  we  have 
forecast  over  the  long  term.  Second  there  is  still  uncertainty  about  the  timing 
of  high  earnings  growth  from  the  Bally  business  lines  that  diversify  away  from  the 
flattening  video  game  market  (which  generated  over  80%  of  the  company's  1982 
earnings).  a 


Bally's  strength  as  a  low-cost,  high-volume  assembler  should  protect  its 
leading  share  of  the  coin-operated  replacement  market.  However,  we  feel  that  Bally 
is  somewhat  vulnerable  to  the  rapid  technology  advances  that  could  dramatically 
change  the  business  by  1984-1985,  developments  more  likely  to  come  from  Atari, 
Sega,  or  Nolan  Bushnell  himself. 


Atari 


Atari's  1982  performance  was  very  disappointing,  a6  the  company  gave  up  con¬ 
siderable  market  share  ground  to  Bally  (its  share  dropped  from  25%  to  19%). 
Absence  of  a  major  hit  game  ('’Centipede''  did  best  —  a  respectable  50,000  units) 
*nd  the  "crowdine  out”  effect  of  Bally's  "Ms.  Pac-Man"  on  the  entire  market  caused 
Atari's*  uniuend  revenues  to  .lip  J5»-30»  from  the  1981  level. 

However,  several  factors  point  to  a  major  rebound  for  Atari  in  1983: 

a)  A  promising  lineup  of  new  games  is  planned,  most  notably  "E.T. "  due  out 
about  midyear. 

hi  A  n.luml  pendulum  effect  1.  .nticip.ted  to  tone  do.n  Belly  .ome.h.t  .fter 
ft.  VxtMO.5m.ry  1992  perform.nce,  permitting  At.n  to  reg.in  .ome  lost 

market  share. 
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Although  stopp^g1  short  of^sett*^*  X°  ,tronger  di,tributor  ties, 

has.  Atari  is  expandinc  it*  Uf>  *  formal  distribution  arm,  as  Ballv 

and  promotional  suonnrt  t  *^1*  ,upport  opgsnitation.  providing  operations 

nMn*  of  dX^r.vP^nu:f"yLn,;.d,,,ributo”  *nd  who,M*1"6  ••  > 

d)  d irectly^ov  e  r* e*h  e h lnnr  ®‘m,e  *“hnoIo*,M  ,h°uM  benefit  Ateri  most 

(includincr  nan.  Atari  is  funding  its  total  research  effort 

of  the  induKtl  mer)K*1  5b°Ut  *100  D,mion  next  Ve«r  “  “ore  than  the  rest 
decree  If  Atl  tCombined'  "e  anticipate  games  that  incorporate  a  high 
control  --  w  aCliVlty,  thc  plhyeT  -  cre*ting  a  sense  of  great  plaver 

tation  feasible^  ”0t  bef°re  1984,  when  cost  reductions  make  such  implemen- 


part  from  extensive  internal  development  work,  Atari  has  initiated  verv 
promising  collaborations  with  several  outside  design  sources  including 
ucasfilm  and  Evans  and  Sutherland.  Together  with  other  independent  groups 
in  California  and  Cambridge,  Mass.,  these  talent  clusters  represent  some  of 
the  most  innovative  individuals  in  the  field. 


e)  Finally,  Atari  will  probably  explore  new  possibilities  in  the  operation  of 
game  locations.  Atari  coin  games  are  already  in  test  with  a  major  fast  food 
chain,  and  there  are  indications  that  a  new  proposal  for  family  entertain¬ 
ment  centers  is  being  examined  now.  Atari  now  operates  S3  Malibu  Grand  Prix 
centers,  which  include  arcades  around  the  country,  and  a  supplement  to  this 
activity  might  well  be  in  the  theme  park  concept  area,  like  Bally’s  Six 
Flags  or  Aladdin's  Castle  operations. 

•b 

An-‘ Atari  rebound  could  easily  result  in  units  growth  of  20%-25%  over  the  19«2 
level  (assuming  only  a  modest  "hit"  contribution  of  SO. 000  unit6  from  "E.T.").  Or, 
this  basis.  Atari  should  achieve  about  a  25%  share  of  market,  and  contribute  $0.50 
per  share  toward  WCl's  1983  earnings. 

More  significantly,  however.  Atari's  position  as  the  coin  game's  top  innovator 
is  setting  in  place  a  springboard  for  strong  market  positioning  in  the  1984-1986 
period,  when  new  game  technologies  will  begin  differentiating  manufacturers  to  b 
far  greater  extent  than  is  the  present  case. 

Other  Vendors 


Seea  Enterprises,  a  90%-owned  subsidiary  of  Gulf  and  Western,  with  an  RaD  base 
in  Jaoan  is  an  innovative  company  with  strong  potential  for  market  share  growth. 

with  its  acquired  partner.  Gremlin  Industries.  Sega  has  produced  several 
Jrfta  in  theVdusfrv:  the  first  microprocessor-based  game  in  1975  ("Rodeo'),  the 
iultfohase  came  that  contained  different  levels  of  game  playing  difficulty 
A,?)  .nd  more  recently,  the  first  use  of  an  X-Y  color  vector  scar. 
(  Head  On  19  «SpaCe  Furv"  game.  In  late  1982.  Sega  produced  prototypes  for 
monitor  in  the  1981  „SubROC  3D ,«  »nd  a  video  disk  game.  "Astron  Beam, 

both  a  3 -dimensional  gai n  S  bR  excellence  and  novelty  ("Zaxxon"  and 

Sega' s  games  are  noted  for  t h  g  P  cotnpanv  Could  well  combine  these 

sr  sssr-i*-  «... 


Sanford  C  lemncvr  A  Co  Inc  •  Member 


-  79  - 


,  Yort  Stock  Luhanft  Itw  •  ^  Avc- 


>  York.  N>  10153  •  (212> 4MrS»f'  •  Csbk  1EEPEWOP 


bernsvJnresearch 


5»)  tegment  of  the  tounMrttVt'*,  ffewCknVeH!ble  M,*‘  Thou*h  *  <le«  'hen 
position  Seg.  .trongiy  tor  growth  Jr^Vi^'S."  ULSSTEZ  ^  ^ 

tuniU«f  end  direction's  °fonr'>r?n'P  I’“i,ion  ,n ,Seg‘  ",y  *i*°  represent  new  oppor- 
increasingly  beine  ad*nt»H  t«thi  K*me  manuf*ctuper.  As  Hollywood  films  are 
larger  role  in  nJL  *2^  *  C°in  K*^es‘  G  a  w’«  Paramount  Division  may  play  a 
Seea'6  arcade  ii«  *  6  concePt8,  In  addition,  Paramount  Home  Video  may  find 

t 'Ss?!.  attractive  enough  to  begin  marketing  them  as  home  game 
cartridges.  a  product  fine  enjoyed  now  by  licensee  Coleco. 

Williams  Electronics 


Williams  Electronics  like  Bally/Midway,  is  another  major  contender  that  gra- 

•ewr°nVlh*  ra.nks  of  the  faltering  pinball  business.  It  bolted  into  coin-op  in 
1S8U  with  a  huge  hit.  "Defender,"  which  alone  yielded  the  company  Si  10.0  million  in 
revenues  and  $2.51  per  share  in  profits  the  following  year.  A  sequel,  called 
Stargate."  did  about  half  as  well  in  units,  and,  together  with  "Robotron."  pro¬ 
duced  a  disappointing  40, 000-unit  year  for  Williams  in  1982,  and  a  15%  decline  in 
per  share  earnings,  to  $2.12. 


Williams  is  perhaps  the  premier  "shoot-em"  game  developer,  a  favorite  with 
heavy  ereaders.  We  expect  the  company  to  maintain  its  franchise  in  this  game 
niche,  as  it  seeks  also  to  broaden  it  with  whimsical  games  like  "Joust,"  which  it 
began  shipping  at  very  successful  levels  in  late  fall  1982.  Williams  i6  considered 
a  very  capable  game  manufacturer,  and  its  coin-operated  game  successes  are  expected 
to  yield  healthy  earnings  contributions  from  home  game  cartridge  licenses.  The 
only  lingering  concern  is  that  the  flat  coin-op  market  may  cause  Williams  to  diver¬ 
sify  out,  as  its  recent  purchase  of  a  25%  stake  in  the  Sands  Hotel  in  Atlantic  City 
(Greate  Bay  Casino  Corp.)  may  suggest. 


Nintendo  and  Taito 


Nintendo  and  Taito  are  U.S.  manufacturing  and  distribution  arms  of  Japanese 
came  developers.  Nintendo  has  really  been  a  one-game  success  thus  far  ("Donkey 
Kone")-  its  future  potency  is  still  uncertain,  although  a  sequel  to  "Donkev  Kong" 
("Jr  ">*  is  off  to  a  fast  start,  as  is  its  newest  entry.  "Popeye."  Taito  has  deve- 
loned  several  moderately  successful  titles,  and  seems  to  be  better  rounded  from  a 
oroduct  development  standpoint.  For  this  reason,  a  solid  if  unspectacular  track 
with  "minor"  hits  could  well  ensure  Taito  of  significant,  growing  share  of 


record 
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TABLE  35 

Attri  Margin  Forecast,  by  Product  Category 


H77 

1978 

1979 

Consumer  Video  (U.S.) 

^CS  Cdriiafe - 

n.m. 

21 

131 

5200  Console 

Other  Consoles 

Subtotal 

n.m. 

21 

13% 

VCS  Cartridges  > 

n.m. 

14% 

37% 

5200  Cartridges 

- 

- 

Other  Came  Software 

_ 

. 

_ 

Subtotal 

n.m. 

14% 

“37% 

Consumer  Video  (U.S.) 

n 

6% 

22% 

Consumer  Video  (Non-U. S.) 

Consoles 

- 

- 

- 

Cartridges 

- 

- 

- 

Other 

- 

- 

_ - 

Total  -  Consumer  (Non-U. S.) 

- 

Coin-Operated  Video 

25% 

25% 

28% 

Persona)  Computers 


Ct'.S.)  Model  400  ^ 

- 

- 

- 

Model  800 

- 

- 

- 

Model  1200  k  others 

- 

- 

— 

Software,  Peripherals 

_ 1 

~ 

~ 

Subtotal 

— 

* 

Non-U  .S . 

- 

~ 

_ — 

Total 

Other  (Ind.  Knickerbocker) 

- 

- 

S.G.kA..  Other  Expenses 
(as  %  of  Revenue) 

_ io% 

_ 14% 

_ 14% 

Operating  Earnings 

- 

- 

3.6% 

n.m.  -  not  meaningful. 


Source:  Bernstein  estimates. 


1980 

1981 

19I2E 

19S3E 

1984E 

1985E 

1986E 

38% 

42% 

47% 

38% 

27% 

251 

-  1 

- 

- 

- 

43 

33 

30 

20 

- 

- 

- 

- 

37 

33 

27 

38% 

421 

45% 

38% 

33% 

30% 

25% 

45% 

50% 

50% 

42% 

40% 

381 

36% 

- 

- 

35 

43 

40 

37 

36 

- 

- 

- 

40 

40 

37 

36 

— m 

“42% 

”47% 

”57% 

561 

42% 

46% 

47% 

391 

38% 

35% 

32% 

17% 

19% 

22% 

341 

34% 

32% 

28% 

17 

31 

36 

44 

42 

40 

36 

- 

- 

- 

- 

- 

30 

33 

17% 

22% 

261 

361 

36% 

351 

33% 

32% 

33% 

26% 

28% 

27% 

261 

25% 

- 

-  *V. 

- 

7% 

12% 

10% 

-% 

. 

. 

- 

12 

15 

25 

22 

- 

- 

- 

12 

25 

- 

- 

_ 

10 

15 

22 

25 
— 25% 

r 

- 

5% 

13% 

201 

. 

- 

- 

6 

10 

10 

- 

- 

- 

5% 

12% 

18% 

22% 

_ 

• 

- 

15% 

25% 

30% 

30% 

_ m 

_ 9% 

_ m 

_ 9% 

_ 9% 

_ m 

_ 11% 

16.0% 

26.11 

22.1% 

19.71 

19. n% 

17.2% 

16.5% 

(1/35) 
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At.,,  r  •  TABLE  36 

A_fn  Etmings  by  Product  Category. 


as  I  of  Total 


3977 

1978 

1979 

1980 

19P 1 

1982E 

1983E 

1984E 

IBDf r  .Anew 

Consumer  Video  rr.s  t 

4  TTODZ 

L 

ves  Cosole 

5200  Console 

2% 

71 

25% 

29% 

36% 

44% 

13% 

4% 

2% 

•  % 

Other  Consoles 

" 

• 

- 

2 

35 

5 

3 

2 

Subtotal 

~2% 

“7| 

T$* 

"29% 

"36% 

"46% 

"28% 

6 

15% 

5 

30% 

5 

7% 

V CS  Cartridges 

5200  Cartridges 

21 

311 

40% 

30% 

38% 

42% 

26% 

19% 

30% 

6% 

Other  Game  Software 

1 

8 

7 

6 

4 

Subtotal 

“21 

“5T* 

“40% 

“50% 

“J5% 

"43% 

n.m. 

“56% 

7 

“34% 

8 

24% 

9 

19% 

Total  -  Consumer  (U.S.) 

4% 

38% 

65% 

59% 

74% 

89% 

64% 

48% 

34% 

26% 

Consumer  Video  (Nor  U.S.) 
consoles 

Cartridges 

Other 

n.m. 

n  •  m  • 

n.m. 

n.m. 

n.m. 

n.m. 

n.m. 

n.m. 

n.m. 

2% 

3 

3% 

2 

5% 

5 

12% 

7 

12% 

10 

10% 

13 
_ 3 

8% 

32 
_ 5 

Total  -  Consumer  (Non  U.S.) 

n.m. 

n.m. 

n.m. 

3% 

5% 

10% 

19% 

22% 

26% 

2*% 

Coin- Operated  Video 

96^ 

62% 

35% 

38% 

20% 

9% 

121 

12% 

11% 

111 

Personal  Computers 

(t'.S.)  Model  400 

- 

- 

- 

- 

11 

11 

1% 

•1 

Model  800 

- 

- 

- 

- 

- 

- 

5 

3 

3 

2 

Model  1200.  et  al. 

- 

- 

- 

- 

- 

4 

0 

2 

4 

Software.  Peripherals 
U.S.  -  Subtotal 

— 7 

— 7 

- 7 

- 7 

— 7 

— 7 

2 

41 

“Tf% 

13 

16% 

If 

22% 

Non  U.S.  Subtotal 

_ 7 

_ 7 

_ 7 

_ 7 

_ 7 

_ 7 

- 

] 

2 

2 

Total  Computer 

* 

— 

— 

- 

4% 

12% 

19% 

24% 

Other  (Inc).  Knickerbocker) 

— 1 

— 1 

— 1 

— - 

11 

— : 

11 

6% 

1)1 

14% 

Total 

100% 

100% 

100% 

100% 

100% 

1001 

100% 

1001 

100% 

100% 

Diacrepancies  due  ter  rounding. 
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TABLE  37 

j*>rn»r  Communicationt,  Inc. 
Quarterly  Revenue  and  bfnmgt  p, 


rmngt  Forecast 


ales 

"Tit  Qtr.  f 

Ind  Qtr. 

3rd  Qtr 
4th  Qtr. 

Total  \ 

3oat  of  Sales.  S.G.a  A. 
lat  Qtr. 

Ind  Qtr. 

3rd  Qtr. 

4th  Qtr. 

Total 

Operating  Income 

lit  Qtr. - 

2nd  Qtr. 

3rd  Qtr. 

4th  Qtr. 

Total 

S  .  G  .4  A  . 

1st  Qtr. 

2nd  Qtr. 

3rd  Qtr. 

4th  Qtr. 

Total 

Interest  Expense 
1st  Qtr. 

2nd  Qtr. 

3rd  Qtr. 

4th  Qtr. 

Toul 

Dividend  4  Interest  Income 
1st  Qtr. 

2nd  Qtr.  ^ 

3rd  Qtr. 

4th  Qtr. 

Total 

Pretax  Income 
1st  Qtr~ 

2nd  Qtr. 

3rd  Qtr. 

4th  Qtr 
Total 

Taxes 
ITT  Qtr. 

2nd  Qtr 
3rd  Qtr. 

4th  Qtr. 

Total 

Wet  Income 
1st  Qtr7 
2nd  Qtr. 

3rd  Qtr. 

4th  Qtr. 

Toul 

Tuning*  Per  Share 
1st  Qtr. 

2nd  Qtr. 

3rd  Qtr. 

4th  Qtr. 

Total 


I  427.0 
449.9 
327  .7 
•54.8 
<05574 


<  369 .1 

403.5 
476.1 
566.3 
<1.635.0 


<  <02.1 
676.3 
<72.3 
1.066.5 
<5.437.2 


<  511.0 

504.7 

753.9 

035.5 

<2,795.0 


s 

224.4 

S 

442.2 

s 

10.3 

s 

11.6 

10.0 

13.1 

10.7 

15.5 

n.n 

IP. 8 

s 

42.0 

s 

TiTTo 

s 

8.3 

s 

11.7 

8  5 

13.6 

8.0 

22.4 

11  .3 

21.9 

f 

36.2 

f 

69.6 

s 

14.9 

s 

12.7 

10.4 

14.3 

10.4 

14.4 

9.2 

10.2 

i 

44.8 

s” 

51.7 

s 

54.2 

$ 

80.5 

38.2 

69.2 

43.3 

95.0 

55.5 

_ 

120.5 

$  0.8  2 
0.45 
0.55 
0.76 

$ — fTe 


$  932.3 
907  .0 
1.027.9 
1,093.2 

iTiira 


S  776.2 
753.1 
•66.6 
977.4 
13.372.8 


t  o.ii 
0.66 
0.91 
1.17 

i — rr r 


$1,005.0 

965.0 

1.107.0 

1.250.5 


$  159.7 

•  18.4 
•35.7 
1,060.5 
$i. 674  3 


I  Increase 
1st  Qtr. 
2nd  Qtr. 
3rd  Qtr. 
4th  Qtr. 
Total 

%  Sales 

lat  Qtr. 
2nd  Qtr. 
3rd  Qtr. 
4th  Qtr. 
Toul 


(l.«)l 

20.3 

33.4 

39.4 
ITT  I 


1st  Qtr 

13.8| 

15.11 

2nd  Qtr. 

10.3 

12.1 

3rd  Qtr. 

9.8 

13.6 

4th  Qtr. 

10.5 

13.9 

Total 

10.8% 

13.71 

I  Sales 


S 

17.4 

S 

21.5 

1st  Qtr. 

2.41 

1.86 

18  6 

20.8 

2nd  Qtr. 

2.0 

1.8 

19.4 

22.4 

3rd  Qtr. 

2.0 

l.P 

21.0 

23.0 

4th  Qtr. 

1.7 

1.7 

IT 

TT 4 

•” 

87.7 

Toul 

7.06 

1.8% 

%  Sales 

s 

19.5 

$ 

22.0 

1st  Qtr. 

1.96 

1.86 

24.8 

27.0 

2nd  Qtr. 

1.9 

2.0 

25.6 

27.7 

3rd  Qtr. 

1.5 

2.8 

2«.5 

35.0 

4th  Qtr. 

1  .7 

2.0 

s" 

99.4 

$“ 

111.7 

Toul 

1.66 

2.26 

%  Sales 

s 

10.9 

s 

12.0 

1st  Qtr. 

3.56 

2.16 

2.8 

4  .Ch 

2nd  Qtr. 

2.3 

2.1 

8  .8 

8.8 

3rd  Qtr. 

2.0 

1.7 

7.6 

7.2 

4th  Qtr. 

1.4 

0.9 

r 

30.2 

r 

32.  n 

Toul 

2.26 

1 .86 

S  113.8 
102.8 
130.0 
134.2 
%  485. P 


6,  Sales 
lit  Qtr. 
2nd  Qtr. 
3rd  Qtr. 
4th  Qtr. 
Total 

Tax  Rate 
1st  &t r. 
2nd  Qtr. 
3rd  Qtr. 
4th  Qtr. 
Toul 

I  Sales 
fat""§tr . 
2nd  Qtr. 
3rd  Qtr. 
4th  Qtr. 
Toul 

%  Income 
lat  Qtr. 
2nd  Qtr. 
3rd  Qtr. 
4th  Qtr. 
Total 


1982E 

1983E 

54.96 

7.86 

•4.2 

6.4 

17.8 

7.7 

0.8 

14.4 

TFT36 

"06 

•3.26 

85.56 

•3.0 

84.8 

84.3 

•4.5 

89.4 

84. P 

T5726 

84.96 

16.86 

14.5% 

17.0 

15.2 

15.7 

15.5 

10.8 

15.2 

14.8% 

15.  :6 

1  ,8| 

2.16 

2.1 

2.2 

l.o 

2.0 

1.8 

l.P 

1.8% 

2.06 

2.16 

2  .?<• 

2.7 

2.F 

2.5 

2.5 

2.7 

2. 6 

2.56 

2.** 

1.26 

•l.?'T 

0.3 

n  ,z 

0.9 

(*.- 

0.7 

r ... 

0.86 

14.06 

11.7: 

12.5 

10.7 

11.5 

ii.7 

5.3 

10.86 

r..‘ 

i:.: 

so. n 

48.'- 

39.8 

4". * 

37  0 

39.0 

4-.- 

39.06 

J  .  * 

jftJt 

‘ 

7.5 

h  •  4 

7.7 

7  • 
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«*v»nu» 

n#-  E*°*P»  l.p.l.i 


$>)»t 

1st  Qtr. 

Ind  Qtr. 

3rd  Qtr. 

4th  Q tr. 

Total 

Coat  of  Salat 
lit  Qtr^ 

Ind  Qtr, 

3rd  Qtr. 

4th  Qtr. 

Total 

Sailing,  GaA 
lit  Qtr.  • 

Ind  Qtr. 

3rd  Qtr. 

4th  Qtr. 

Total 

Operating  Income 
lit  Qtr. 

Ind  Qtr. 

3rd  Qtr. 

4th  Qtr. 

Total 

Interest  Expense 
lit  Qtr 
Ind  Qtr. 

3rd  Qtr. 

4th  Qtr. 

Toul 

Other  Income  (expenaesV 
lit  Qtr. 

3nd  Qtr. 

3rd  Qtr. 

4th  Qtr. 

Total 

Pretax  Income 
lit  Qtr. 

Ind  Qtr. 

3rd  Qtr. 

4th  Qtr. 

ToUl 

Taxes 
lit  Qtr. 

Ind  Qtr. 

3rd  Qtr. 

4th  Qtr. 

Toul 

Extraordinary  Credit 
lit  Qtr. 

Ind  Qtr. 

3rd  Qtr. 

4th  Qtr. 

Total 

Wet  Income 
lit  Qtr. 

Ind  Qtr 
3rd  Qtr. 

4th  Qtr. 

Toul 

famines  Per  Share7 
lit  Qtr. 

Ind  Qtr. 

3rd  Qtr. 

4th  Qtr 
Toul 


I  40.3 

40.1 

47.3 

<rrr? 


I  IS. 5 

19.3 
II. 2 

-14  >6 

I  97.6 


,$  6.7 

10.6 
7.5 
2.2 

no 


S  0.0 
(0.2) 
(0.1) 
0.1 

•  (0.2) 


I  36.6 
37.5 
49.1 

,35.0 

ITTO 


S  13.8 
36.3 

30.5 

14.5 

<TT5T2 


%  1.4 

12.8 

13.5 

10.6 

6  45.3 


S  4.5 
8.4 

3.1 

(0.4) 

sTO 


•  34.7 
16.8 

165.6 

164.6 

OT17T 


f  33.2 
32.4 
71. 0 

l5tO 


6  12.4 

19.1 

31.2 

JtiiA 

1137.5 


t  9.2 

16.0 

35.3 

24.9 

nr? 


9134.0 
140.0 
106.5 
200. 0 
mo 


I  17.1 

78.8 

114.2 

106.0 

lliTT 


I  42.8 
38.2 
56.1 
64.0 

inn 


I  24.1 
23.0 
36.2 
30.0 

mo 


I  In  create 
lit  Qtr. 
Ind  Qtr. 
3rd  Qtr. 
4th  Qtr. 
Total 

I  lilei 

lit  Qtr. 
Ind  Qtr. 
3rd  Qtr. 
4th  Qtr. 
Total 

I  la  le« 


1980 

1981 

JOITE 

JSUL 

41.43 

(9.1)3 

49.33 

13.4 

17.3 

ftl.O 

<}.) 

13.2 

3.9 

•37.) 

u.  1 

(10. 0) 

"TOi 

34.1 
—TJ  3 

170.3 

TIFTOI 

•*!, 

13.33 

13.03 

•0.7| 

36.61 

11.7 

•3.1 

•0.4 

36 .3 

38.7 

•2.1 

47.7 

13.3 

13.9 

70.3 

31.2 

51.0 

“JOi 

TTTi 

TTTi 

TTTi 

lat  Qtr. 

10.13 

23.03 

22.73 

27.21 

2nd  Qtr. 

19.6 

22.3 

22.0 

27.3 

3rd  Qtr. 

14.5 

27.5 

to.t 

27.2 

4th  Qtr. 

34.4 

30.3 

33.7 

32.0 

Total 

THi 

TTit 

“HTti 

Dper.  Margin 

lat  Qtr. 

16.61 

11.81 

16.11 

15.61 

Ind  Qtr. 

21.6 

14.6 

18.4 

26.4 

3rd  Qtr. 

15.9 

in. 4 

21.3 

17.6 

4th  Qtr. 

7.8 

• 

15.1 

25.0 

ToUl 

IS. SI 

“TTl 

TTTI 

“ITJl 

lat  Qtr. 

3.53 

0.13 

1.93 

2.2% 

Ind  Qtr. 

3.3 

3.4 

2.5 

2.2 

3rd  Qtr. 

1.9 

3.1 

1.8 

1.7 

4th  Qtr. 

0.1 

4.0 

2.6 

1.8 

Toul 

3.3) 

2.53 

1.81 

fT| 

Sales 

1st  Qtr. 

0.01 

0.0) 

0.03 

0.01 

2nd  Qtr. 

0.0 

0.1 

0.1 

0.0 

3rd  Qtr. 

0.0 

0.0 

0.0 

0.0 

4th  Qtr. 

0.0 

0.0 

0.2 

0.0 

ToUl 

0.01 

0.01 

0.41 

0.01 

Pretax  Marc 


I 

5.7 

6  4.4 

6  8.3 

f  22.3 

Ut,  Qtr. 

14.13 

12.01 

15.21 

14.56 

8.7 

7.4 

13.6 

19.9 

2nd  Qtr. 

17.7 

12.9 

15.7 

14.2 

6.5 

3.6 

32.7 

32.7 

3rd  Qtr. 

13.7 

7.3 

19.7 

15.0 

2.2 

(2.0) 

22.3 

26.4 

4th  Qtr. 

8.4 

(5.7) 

n .  rr. . 

13.2 

f 

ITT 

t  lJ.i 

«  76.9 

3161.3 

Toul 

14.2% 

TTfil 

”11731 

14.51 

Tax  Rate 

t 

2.4 

f  2.1 

6  3.7 

t  10.) 

1st  Qtr. 

42.11 

47.7% 

44.66 

46.06 

4.0 

3.4 

6.2 

9.2 

tnd  Qtr. 

46.0 

45.« 

45.6 

46.0 

2.9 

1.6 

15.2 

15.0 

3rd  Qtr. 

44.6 

44.4 

46.5 

46.0 

0.8 

(1.3) 

10.3 

12.1 

4th  Qtr. 

36.4 

- 

46.0 

46.  0 

«  10.1 

S  5.8 

S  35.4 

S  46.6 

Total 

43.7% 

43.01 

46.06 

46.06 

3  Sales 

- 

$ 

1.8 

I  - 

S  - 

1  - 

laFQtr. 

4.51 

-  3 

-  3 

-  6 

1.8 

- 

- 

tnd  Qtr. 

3.7 

- 

* 

* 

3rd  Qtr. 


. 

- 

- 

4th  Qtr. 

- 

- 

- 

- 

3  r 

•  r 

$  - 

ToUl 

TTl 

-  6 

-  6 

*  1 

3  2.4 

t  4.5 

t  12.0 

3  Sales 

1st  Qtr. 

12.76 

6.66 

8.26 

7.16 

f  0.37 1 
0.451 
0.26 
0.10 
fTTIT 


f  0.16 
0.26 
0.13 
(0.04) 
I  0.51 


$  0.7|7 
0.71 
1.16 

Q.f< 

•"TIP 


2nd  Qtr. 
3rd  Qtr. 
4th  Qtr. 
Total 

Increase 
lat  Qtr. 
Ind  Qtr. 
3rd  Qtr. 
4th  Qtr. 
Toul 


(57.5)1 

(45.3) 
(47.1) 

a.». 

(56.3) % 


f  ...Ml  of  to  IS  and  M. IT  i"  Ut  •"<>  *"d  *«“«•'»  of  ,,,0> 

3  -  Adjusted  for  stock  aplit- 
tourer  Corpor.it  r.poru  .nd 


respectively . 


167. II3 

46.4 

1.3 

17.5 
32.  II3 
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Itio 

C^TVkd»  OlMi  (too- I 
Pinball  (000  •) 
Replacement  Pin* 
Distribution 

krm d«!  (Aladdin* «  Castle 

Total 


-Hwltt 

U.5 
•  1.0 

Stl  .0 


A*tr»  ft 
Price/Revnu. 


•  MIS 

1.115 

115.100 


Revenue 


•  134.0 

•3.9 
14.7 
•  ).« 
31.  f 

t rm 


1 Ml 

Coln-op  Video  Games  (000 
Flipper  Fin  ball  (00C  a) 
Replacement  Pam 
Distribution  > 

Arcades 

Total 


145.9 

37.6 

350.0 


3.03f 

1.105 


3«0. OOC 


I  396.3 
IM 

37.5 

133.9 

•  5.0 

mo 


1992E 


Coin-op  Video  Games  (900 
Flipper  Fin  ball  (000  .) 

Re  place  sent  Peru 

Distribution 

Arcades 

Other* 

Toul 


a) 


115.0 

33.0 

375 


s.  me 

1.950 


14 5. 00C 


•  396.5 

41.0 
35 .0 
190.0 
•  1.0 
3.n 

•  748.5 


1993E 

Cdn-op  Video  Games  (000’ a)  160.0 
tpper  Pinball  (000 *  a)  10. o 

placement  Faru 
distribution 
Arcades 
Other 
Toul 


2,300 

1.90r 


393.000 


9 


•" 


968.0 

36.0 

35.o 

312.5 

127.5 

20.0 

90; .  o 


1994E 


Ccfn-op  Video  Games  (000  s) 

165.0 

2,575 

•  425.0 

Flipper  Pinball  (00C  s) 

15.0 

2.00' 

30.0 

Replaceasent  Parts 

. 

4C.0 

Diatnbution 

- 

. 

235.0 

Aroades 

•00 

300. OOC 

141.5 

Other 

. 

. 

50.0 

Toul 

n?o 

1965E 

Coin-op  Video  Games  (000‘ a) 

170.0 

3.340 

t  448.5 

Flipper  Pinball  (000  s) 

10.0 

3.100 

21.0 

Replacement  Parts 

- 

- 

45.0 

Diatribution 

- 

- 

365.0 

Aroades 

•50 

324.000 

171.1 

Other 

- 

C  ml. 

70.  C 

Tou) 

t 

91 .027.6 

1F96E 

Coin-op  Video  Games  (M0* a) 

170.0 

9.75ft 

9  460.0 

Flipper  Pinball  (#00  a) 

10.0 

2.20C 

32.0 

Replacement  Parts 

- 

- 

30.0 

Distribution 

- 

“ 

300.0 

Aroades 

•  00 

333.000 

tOO.P 

Other 

- 

90.0 

Teul 

•1.112.0 

Opera  tine 


Operating 

Income 


Pllnation 
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t?| 
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21 
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13.0 
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13 
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13 
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2.0 
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3.0 

10 
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25 
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sr 
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4.0 
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15 
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25 
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50 

35.0 
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12 
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IS 
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40.0 

10 

35.0 

Bl 
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^utrttrW  Bevtnut  and  Net  Income 
ft  ufllion.  except  E.F.8.) 


•ales 

l»t  Qtr. 

2nd  Qtr. 

3rd  Qtr. 

4th  Qtr. 

Total 

*oal  of  Sales 
l»t  Qtr. 

2nd  Qtr. 

3rd  Qtr. 

4th  Qtr. 

Total 

tailing.  GiA 
Ut  Qtr. 

2nd  Qtr. 

3rd  Qtr. 

4th  Qtr. 

Total 

Operating  Income 
lit  Qtr. 

2nd  Qtr 
3rd  Qtr. 

4th  Qtr. 

Total 

nterest  Expanse 

"lit  OTr.  - 

2nd  Qtr. 

3rd  Qtr. 

4th  Qtr. 

Total 


Taxes 
lit  Qtr. 
2nd  Qtr. 
3rd  Qtr. 
4th  Qtr. 
Total 


Minority  Interests 
Ut  Qtr. 

2nd  Qtr. 

3rd  Qtr. 

4th  Qtr. 

Total 

Wet  Income 
Tat  Qtr. 

2nd  Qtr. 

3rd  Qtr. 

4th  Qtr. 

Total 

Earnings  Per  thare 

1st  QtrT 
2nd  Qtr. 

3rd  Qtr. 

4th  Qtr. 

Total 


mo 

1991 

till.! 

tsn.o 

170.2 

232.4 

m.s 

M4.1 

193.4 

217.4 

$493.2 

$914.9 

$108.2 

$150.5 

119.3 

157.2 

114.0 

141.0 

127.1 

148.7 

$469.4  $598.1 


«  22.4 

$  23.3 

21.6 

21.3 

21.2 

27.6 

23.9 

30.8 

119.1 

ITO 

$  22.6 

$  37.2 

38.3 

53.9 

40.3 

55.5 

33.7 

37.0 

$134.9  $184.5 


$  9.3 

$  1.0 

10.2 

7.8 

6.8 

$.9 

6.8 

5.1 

$  32.1 

$  27.8 

$  6.7 

$  13.5 

13.3 

23.0 

16.0 

23.1 

13.2 

14.6 

$  49.5 

$TT7 

$  0.7 

S  0.5 

(0.4) 

(0.2) 

(1.3) 

(0.5) 

0.3 

0.1 

$“ToT7) 

$1o7T) 

$  1*1 

$  16.2 

14.4 

22.9 

16.3 

24.3 

14.0 

11.3 

$-52^ 

$“TTT 

$  0.31 

I  0.60 

0.54 

0.85 

0.60 

0.10 

0.52 

0.68 

$“7797 

$  3.03 

19I2E 

1M2E 

s 

242.2 

$ 

245.0 

397.5 

452.5 

2(4.2 

447.6 

240.0 

308.4 

11. 220.2 

$7 

.473.5 

$ 

176.5 

$ 

199.5 

221.2 

321.3 

214.0 

317.2 

173.0 

220.5 

(12.0 

$7 

.048.5 

$ 

21.2 

$ 

32.8 

40.3 

48.7 

44.2 

51.5 

28.5 

38.6 

144.3 

r 

ltl.fi 

9 

40.5 

$ 

42.7 

75.7 

12.5 

$6.3 

78.9 

38.5 

40.2 

r 

221.0 

$" 

253.3 

s 

7.0 

$ 

7.5 

$.8 

9.5 

1.1 

0.2 

7.0 

8.5 

r 

30.5 

$” 

“5477 

$ 

16.3 

s 

16.9 

31.4 

34.8 

20.0 

32.0 

14.0 

19.3 

S' 

■  (l.'fc 

$““ 

"17579 

(0.1) 

S 

(0.2) 

(0.3) 

(0.3) 

(0.1) 

(0.2) 

(0.1) 

(0.3) 

(0.6) 

ii.o) 

17.1 

$ 

11.1 

35.2 

37.0 

29.5 

36.6 

16.5 

21.2 

-ITT 

113.8 

0.62 

$ 

o.io 

1.21 

1.25 

1.02 

1.20 

0.55 

0.70 

3.40 

s” 

3.75 

n.a- 


Source 


Wot  meaningful. 

Corporate  r.port.  and  B.m.t.in  ..«*-««• 


1990 

1981 

1682E 

1M3E 

1  Incraase 

- Ill  Qtr. 

69.91 

97.7% 

17.7% 

7.1% 

2nd  Qtr. 

92.6 

*97 

71.0 

13.8 

3rd  Qtr. 

97.3 

*7.7 

76.0 

13.5 

4  th  Qtr. 

92.1 

17.3 

10.4 

28.5 

Total 

63.91 

27.7% 

44.7% 

15.1% 

1  Bales 

lst  Qtr. 

TO. 84 

71.3% 

71.1% 

71. SI 

2nd  Qtr. 

66.6 

87.6 

70.8 

71.0 

3rd  Qtr. 

65.0 

62.9 

72.1 

70.9 

4th  Qtr. 

68.0 

69.4 

72.1 

71.5 

Total 

?777% 

7T?% 

7171% 

71.21 

«  Sales 

lst  Qtr. 

14.61 

11.0% 

12.6% 

12.41 

2nd  Qtr. 

12.1 

9.2 

10.1 

10.8 

3rd  Qtr. 

12.1 

12.3 

11.2 

11.5 

4th  Qtr. 

12.0 

14.2 

12.0 

12.5 

Total 

777*% 

7175% 

7175% 

7775% 

Oper.  Margin 

lst  Qtr. 

14.8% 

17.6% 

16.31 

16.1% 

2nd  Qtr. 

21.4 

23.2 

19.0 

18.2 

3rd  Qtr. 

23.0 

24.8 

17.0 

17.6 

4th  Qtr. 

18.2 

17.4 

lfi.O 

16.0 

Total 

19.51 

20.0% 

16.1% 

17.2% 

1  Sales 

lst  Qtr. 

5.4% 

3.8% 

1.3% 

2.*% 

2nd  Qtr. 

5.7 

3.4 

2.2 

2.1 

3rd  Qtr. 

3.9 

3.1 

2.0 

2.1 

4th  Qtr. 

3.7 

2.1 

2.9 

2.8 

v  Total 

4.fi% 

TT% 

2.1% 

2.4% 

Tax  Rate 

lst  Qtr. 

47.2% 

46.2% 

48.7% 

48.0% 

2nd  Qtr. 

47.3 

50.0 

46.9 

47.5 

3rd  Qtr. 

47.8 

46.3 

48.8 

47.1 

4th  1  Qtr. 

49.1 

44.5 

47.3 

47.0 

Total 

7177% 

4?  .61 

TFTT  l 

7777% 

I  Sales 

1st  Qtr. 

n.m. 

n.m. 

n.m. 

n.m. 

2nd  Qtr. 

n.m. 

n.m. 

n.m. 

n.m. 

3rd  Qtr. 

n.m. 

n.m. 

n.m. 

n.m. 

4th  Qtr. 

n.m. 

n.m. 

n.m. 

n.m. 

Total 

n.m. 

n.m. 

n.m. 

n.m. 

I  Sales 

lst”  Qtr. 
2nd  Qtr. 
3rd  Qtr. 
4th  Qtr. 
Total 


5.3% 

7.7% 

•  .«% 

6.®t 

9.0 

9.8 

9.0 

8.4 

8.3 

10.1 

7.6 

6.2 

7.6 

8.4 

8.® 

fi.« 

Til 

“T7% 

T7i 

Til 
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Tit  CRr. 
2nd  Qtr. 
3rd  Qtr. 
4th  Qtr. 
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If .7  $0.0 

3.7  30.8 

Ti Til  UTii 
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'  itftUl.  Inc. 

V»d«c  ».v«nu«  »wd 


larnlngs 


IfiO  (FY  *ll) 

InieUj  vision  Console 
InUliivition  Cartridges 
ToUl 

111)  (FY  *t3t 
Intelhvmon  Console 
In television  Csrtndges 
Tots) 

1M3  (FY  ’13) 

In  television  Console 
Volet  Synthesue- 
Inttlb vision  Csrtndges 

■  -Network  Csrtndgei 
Other 

Toul 

Wit  (FY  *14 ) 

In  television  Consoles 
Voice  Synthesizer 
Computer  Adapter 
Aqusnus  Computers 
In  television  Csrtndges 
M  *  Network  Csrtndges 
Other  (Incl.  Software) 
Toul 

19141  (FY  15) 

In teliiVi*jon  Consoles 
AJ1  Adapters 
Aqusnus  Computers 
Intellivision  Csrtndges 
■-Network  Csrtndgr 
Other  (Incl.  Software) 
Total 

IMSE  (FY  -16) 

Intellivision  Consoles 
All  Adapters 
Aqusnus  Computers 
Intellivision  Csrtndges 
11-Network  Csrtndges 
Other  (Incl.  Software) 
Total 

lttl  (FY  ’17) 

“3ntelb vision  Consoles 
All  Adapters. 

Aquarius  Computers 
In  tell)  vision  Cartridges 

■  -Network  Csrtndges 
Other  (Incl.  Software) 

Toul 


Contrlbu- 
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(fSll;.) 
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ttsim 
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•GsA .  tion  to 

Marketing  frets* 

rnce 
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Is  mints 

TT  »iI7) 

Expense*  Income 

Mtritr 

7T  si1j  .T 

TT"EU ;  V 

0.3 

I 

100 

9  91.0 

SOI 

9  11.4 

0.6 

10 

13.n 

9  50.0 

90 

Til 

l.o 

S  17.4 

•“•To 

•“33 

TTTi 

1.0 

5 

110 

9110.0 

401 

1  74.0 

4.5 

10 

•0.0 

90 

44.0 

tfio.o 

431 

1750 

••To 

i~TTo 

7 n\ 

1.0 

S 

165 

9317.0 

341 

9100.0 

0.3 

50 

10.0 

33 

3.5 

13.0 

10 

107.0 

45 

93.0 

4.0 

17 

91.5 

95 

31.3 

90. 0 

10 

5.0 

#24.5 

Hi 

4750 

•7753 

iTTO 

TTJS 

1.1 

s 

135 

9375.0 

I7| 

4  90.5 

0.4 

40 

14.0 

35 

5.5 

0.4 

100 

40.0 

40 

14.0 

0.1 

140 

14.0 

40 

5.5 

15.0 

15 

137.5 

40 

•3.0 

5.0 

15 

93.5 

40 

34.0 

. 

50. 0 

40 

30.0 

9440 

Til 

9134 . 5 

11 45.0 

•7553 

TOt 

3.) 

s 

15 

9700.0 
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1  44.0 

1.0 

70 

70.0 

90 

31.0 

0.3 

135 

37.5 

33 

13.0 

10.0 

13 

135.0 

38 

41.0 

0.0 

13 

175.0 

94 

47.0 

135.  f 
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50.0 

411? .5 

Hi 

9T5TF 

11  JO.'’ 

no 

733* 

1.4 

s 

15 

9134.0 

101 

1  37.0 

0.5 

45 

37.3 

90 

ic.o 

0.5 

1)5 

57.5 

30 

17.3 

1.0 

17 

•4.0 

35 

33.7 

i.5 

17 

114.0 

35 

40.0 

300.0 

93 

70.0 

4474.0 

Til 

9114.0 

5TTO 

•  15.0 

7531 

1.5 

S 

•0 

9170.0 

101 

4  34.0 

0.5 

•  0 

30.0 

30 

9.0 

0.5 

no 

95.0 

>3 

13.5 

9.n 

17 

75.0 

95 

14.0 

10.0 

17 

110. n 

95 

43.0 

300.0 

35 

105.0 

TTTfs 

4T5TO 

TTl 

im 

•750 

•“TTTT 

Remstcin  estimates. 
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table  i» 
jtrirti  ibc. 

Quarterly  ~fctvt nut  and  Net  income 
(I  Billion) 


IMP 


lliit 

Tfttl.  t  117 .4 

*  Q«t-  no. j 

>  4v<  m.i 

4  Qtr.  wy 

touj  mn 


1042F 

1043E 

1  111.0 

%  200.4 

4  310.0 

1  Increase 

1  Qtr. 

250.1 

120. T 

040.0 

t  Qtr. 

273.4 

4t0.7 

•15.0 

1  Qtr. 

210.4 

221.1 

>35.0 

si.bio.o 

4  Qtr. 

<1.1)4  I 

oi:» 

Total 

Coal  of  Salta 

"  rftv: — 

t  114.4 

9  113. 5 

4  145.6 

$  172.0 

1  Qtr. 

t  Qtr. 

139.5 

154.3 

175.3 

104.7 

2  Qtr. 

3  Qtr. 

177.4 

220.7 

277.0 

200.3 

1  Qtr. 

4  Qtr. 

152.0 

110.1 

163.1 

106.0 

4  Qtr. 

Total 

> 

mn 

$”  Til* 

4  t0 1.0 

•"  ¥u.i 

Total 

Balling  6  Adain. 

1  Sir  - 

2  Qtr. 

2  Qtr. 

4  Qtr. 

Toul 


4  45.4 

»  63.4 

4  03.5 

4  102.3 

1  Sales 

lSTr. 

61.4 

60.4 

104.4 

114.4 

3  Qtr. 

72.1 

•0.4 

131.5 

144.* 

3  Qtr. 

61.1 

60.5 

124.0 

104.3 

4  Qtr. 

1  w.o 

4  303  .f 

1  454.5 

1  4*7.1 

Total 

Operating  Iweewx 

1  Qtr. 

2  Qtr. 

2  Qtr. 

4  Qtr. 

Toul 


4 

13.4 

t  4.1 

f 

41.3 

1  35.7 

20.4 

31.4 

47.0 

45.5 

42.0 

62.4 

71.3 

76.2 

(15.6) 

so.o 

13.2 

30.6 

r 

T6T 

t  141.) 

r 

nn 

i  TOTTff 

Operating  Margin 

1  Qtr. 

2  Qtr. 

2  Qtr. 

4  Qtr. 

Tolai 


Internet  Expense 

1  OtV. 

2  Qtr. 

S  Qtr. 

4  Qtr. 

Toul 


9.6  14.1 

11.*  1*  •• 

10.4  10-9 

$  JTO  t  51.4 


1  7.7 

$  6.5 

13.5 

15.0 

15.3 

16.5 

10.0 

10.0 

4  5TT 

4  JoTo 

I  files 

njtr 

2  Qtr. 
2  Qtr. 
4  Qtr. 
Total 


Corporate  Expense 

lOtT  J 

2  Qtr. 

2  Qtr. 

4  Qtr. 

Toul 


3.1 

4. ft 
4.0 
3.3 

$  3.0 

4.7 

5.0 

7.2 

14.4 

1  toTT 

4.4  I  4.5k 

4.3  5.0 

4.5  4.5 

6.6  4.0 

TTo  5  IO 


%  Sales 

^TTFTr. 
2  Qtr. 
2  Qtr. 
4  Qtr. 

Toul 


Taxes 

1  Qtr. 

2  Qtr. 

2  Qtr. 
4  Qtr. 

Toul 


Met  Income 

1  QtrT 

2  Qtr. 

2  Qtr. 

4  Qtr. 

Toul 


E< 


»-t-l  t fully  diluted! 

1  Qtr. 


2  Qtr. 
2  Qtr. 
4  Qtr. 
Toul 
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1  1 .5 

f  (4.2) 

f  11.0  1 

10.0 

7  .4 

6.3 

12.4 

11.2 

13.6 

10.4 

23.1 

24.3 

(13.0) 

15.3 

(1.2)  _ 

10.4 

■  ,  .  ""7 

$  4.0 

f  46.2  4 

ftt.l 

Tea  Bate 

1  Qtr. 

2  Qtr. 
I  Qtr. 
4  Qtr. 

Toul 


t  1.4 

1.0 


13.1 

(13.31 


f  (4.2) 
4.3 
20. 3 
14.7 

t  3t.l 


I  17.1  •  l*-7 

17.1  14.3 

243  20. • 

(1.2)  >4° 

$  41.4  *  1°*f 


S  4.00 
4.32 
0.53 


(104) 

i — rr r 


4  (0.33) 

4.23 

4.42 

0.44 


t  TT5 


4 


4.47 
4.47 
1  «0f 


4  4.40 

4.53 

1.20 


2  Qtr. 

3  Qtr 

4  Qtr. 


Toul 

%  Increase 
3  lQtr— 
t  Otr. 

3  Qtr. 

4  Qtr. 
Toul 


,Uted  aa  reported.  Full  yaar  E.F.4.  reflecu  eonveralon  or  .arranU 
and  lemit«n  eatiaatee. 


1010 

J!ii 

1062E 

10131 

SO. 2% 

l.»l 

42.6% 

6.7% 

19.0 

12.5 

27.2 

5.0 

0.5 

17.7 

21.4 

0.4 

0.7 

-itf* 

2.4 

4.3 

"Hi 

“TTTl 

TO% 

63.31 

•4.7% 

53.6% 

55. M 

60.4 

61.1 

53.2 

53.5 

60.7 

00.1 

57.7 

57.0 

74.4 

50.0 

57.0 

55.4 

“TO% 

m% 

“1TT% 

TOi 

31.31 

35.0% 

23.6% 

33.01 

21.1 

21.7 

33.7 

33.5 

25.7 

25.5 

27 .5 

24.5 

-ini 

27.6 

354 

32.4 

“2TT% 

“ITT% 

31.41 

7.71 

2.1% 

14.2% 

11.5% 

12.4 

12.1 

14.5 

13.0 

14.7 

16.6 

14.4 

14.5 

16.2 

4.1 

12. ft 

— TTl 

~m% 

-m% 

“TSToi 

3.0% 

4.6% 

2.7% 

2.7% 

4.2 

5.4 

4.1 

4.3 

3.6 

4.4 

3.2 

3.1 

5.2 

3.5 

3.1 

3  .ft 

“Til 

475% 

3.3% 

3.3% 

1.7% 

2.0% 

1.4% 

1.5% 

1.7 

1.1 

1.5 

1.4 

1.4 

1.3 

0.4 

0.9 

1 .« 

2.3 

1.7 

1.6 

n% 

“TI% 

n% 

TTn 

40.1% 

-  % 

41.6% 

44.0% 

40.4 

10  .ft 

42.0 

44.0 

40.6 

40.6 

44.6 

44. n 

47 .« 

44.  r 

“%Tft% 

“fiTsi 

“4370% 

44.01 

0.6% 

-  % 

1.0% 

4.1% 

3.5 

2.4 

5.2 

4.1 

4.7 

5.4 

5.0 

4.6 

1.4 

- 

3.® 

“Ti% 

3.4% 

4.3% 

4.7% 

•  % 

-  % 

-  % 

(24.2)% 

00.0 

tl.  • 

104. ft 

(17.0) 

(15.4) 

40.1 

32.0 

10. 1 

TO)% 

TOT. 

TTT% 

"TTT% 

0/44-4*A) 


